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REPORT OF FILA INVESTIGATION 


Mr. Caprenarr, from the Committee on B and ( ey 
submitted the follo C 
REPORT 
PART I. INTRODUCTION AND SUMMARY STATEMENT 
To stimulate the national economy, the Congress in 1934 passed 
the National Hous ng (et clvineg Government finan ins issistance to 


residential construction and home repair program S hsequent] 


i t { at 9 
Congress amended the act to encourage the construction of badly 


needed rental housing unit But a few greedy, and some 
dishonest, builders and repairmen and incompetent, lax, and some- 
times dishonest FHA officials, used the act as a vehicle to enable a few 
to reap fortunes at the expense ol the American people. 

This investigation originated in the action taken by the President 


of the United States on \} ril 12, 1954, when he directed the Admin- 
istrator of the Housing and Home Finance Agency to take into 
custody the records of the Federal Housing Administration This 
action by the President resulted from a report by the Commissioner of 
Internal Revenue, T. Coleman Andrews, showing large windfall 
profits in 1,149 rental housing projects dis losed by the income-tax 
returns of the corporations sponsoring those projects and by a report 
of the Federal Bureau of Investigation which we understand disclosed 
widespread frauds and irregularities under the title | home repair and 
improvement program. 

There was then pending before this committee the bill which 
subsequently became the Housing Act of 1954. Preliminary hearings 
on the charges inherent in the President’s announcement were held 
by this committee April 19-29, 1954, in connection with the pending 
legislation, as a result of which the committee added safeguards to 
the law to prevent the then known abuses. 

The magnitude of the irregularities involved made necessary a more 
comprehensive investigation of FHA. This committee unanimously 
approved, and the Senate unanimously adopted, Senate Resolution 


229 providing funds for this committee's investigation of the ad- 


1 





ministration of the National Housine A bv the Federal Housing 
\dministration 


Forty-three da 3 OF public hearings in this Inquiry were held during 


the period from Jrine OX 1954, through October 8.1954. in Washing- 


ton New York Los Angeles Vey Orieans Chica 0 Indianapolis, 


and Detroit The committe heard 372 witnesses in public hearings 
and recorded 7.754 Pages ol testimon \Il witnesses auppearme 
belore the committe at publi hearings ther than publ Withesses 
had previously testified in executive session The testimony of the 
671 witnesses who appeared m executive session rah to 18.044 tvpe- 
Vritten pages | om these ex: ve he Soa clete MWtlOn Was 

l Of the witnesses to be hear publ 

Che comn ittee heard pubhie ti mony lL respect: to 54 cr 
percen of the 7,045 Projects insured under « (1On HOS of the Na- 
tional He neo Net The total 7 HEA insured ortgages on these 543 
ProvectsS were $/(38.5 million hae Statute provi ed fo! KH \ Insured 
mort wes No in reess of on percent of he est mated cost of the 
project. Presumably, therefore. thy sponsors of those projects should 
have ad in « cess Of SZ NM llion of their ows Capital invested in thos 
pros Howeve) thre estimonv sho | hat in 137)6Uof )6those 
projects involwis nortgaves totalin $590.1 n lion he mortrave 
pro eeds exceeded all Costs of Cveryvy King or adescript Ol) In those 
cases the Morton Proceeds exceed ad 100 percent of the costs ad- 
cordine Lo the builders’ OWn computation of their Costs by S75.8 
million In thre remaining 106 Cases nvolving mortgages of $148.4 
million, the mortgage proceeds fel] hort of me: ting all costs by SO.8 
million. Dut even this Investment was fal CSs han the 10 percent 
contemplated 1) thre statute, 

While the builders’ own computation of the exes ss of Morteney pro 
ceeds Over cost was used in those n , oul ne ! hdicates that 
these cost In at least som: C% Qa we do not know how Hany cases 
neluded uproper chares \) udit of the ac tual cost in ach case 

ould undoubted], esult in exc Morteave proces SOover actual costs 
nag ater s Ih) 

In these project Ippon co ipletion thre Sponsors were thy owners of 
he b ldin . nd had in thet pockets CeSS IMoOrtoa proceeds in 
fash amounting to millions of dollars alte Paving, or reumbursine 
hemselves for he Davimen Ol every co nh connection with the 
Project from | | acquisition to lay vi : Phere Sho personal 
responsibility or ligh lit ipon the builder o7 Spohsor to repay the 
borrowed mortgacy mone Only the property ts liable fox the repay- 
ment of th adept, over a pn riod oO Oo re vega | l rental 
ncome to be paid by th nants 

| rreat mi: Cu Ons« onsolidated (ax re rns to 
Live th avmMent in Fed (i Income taxes on thes funds 
money they recs ed which they ar never required to repay In most 
eases Of windfall profits the device of obtaining an increased 
ip uisal of t] Property and of Ing up its value was ed to dis- 
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The home repair and improvement program, under title I of the aet, 
accounted for $8 billion of Government commitments. The 2 major 
programs under title VI accounted for $7 billion of Government- 
guaranteed commitments, divided about equally between the 1- to 
4-family dwellings under section 603 of the act and the multifamily 


rental apartments under section 608 of the act. The military and 
defense housing programs under sections 803 and 903 of the act util- 
ized $1 billion of Government-guaranteed commitments. A summary 


of the number of loans, the number of units, and the original amount 
of Government commitments issued to June 30, 1954, is ineluded in 
the appendix (p. 127) 

The FHA rental housing program made a very substantial contribu- 
tion toward providing badly needed rental housing in the period during 
and after World War Il. A total of 465,683 rental units were built in 
7,045 projects under section 608. This was a considerable accom- 
plishment achieved under the National Housing Act. But we are 
not prepared to accept the premise that adequate rental housing 
cannot be made available to the American people except when un- 
conscionable profits are realized through abuses and irregularities in 
the program. We recognize the accomplishments of FHA’s rental 
housing program and the integrity of most FHA employees and 
builders. We are critical only of the unlawful and improper practices 
which accompanied the program; and we do not admit that such a 
program cannot be honestly and properly successful. 

We have frequently been told that the building industry will not 
build multifamily rental housing unless the builder can make a fair 
profit out of the Government-financed mortgage funds and also con- 
tinue to own the property without any substantial investment. If 
that is the only alternative it is better that the Government build such 
projects itself. 

The basie vehicles through which these irregularities were achieved 
by some builders were the filing of false applications by builders and 
the making of unrealistic appraisals and estimates by FHA. There 
is almost no case in which a builder achieved a substantial windfall in 
which his application for an FHA mortgage commitment did not 
contain false statements. Some builders have valued land at 3, 4, 
and 5 times its cost, frequently within a matter of days after they had 
purchased the land The committee found projects where the esti- 
mated architect’s fees were 5 or 10 times the amount provided for in 
written contracts for those services. They have included land as an 
equity investment in the project when in fact their prearranged agree- 
ments provided for payment for the land out of the mortgage proceeds. 
They have even estimated construction costs substantially higher than 
the costs called for in written contracts with the building contractor, 

This was accompanied by corruption in some cases. In a great 
number of cases the substantial entertaining and wining and dining of 
KHA people by builders uppears to have been to the disadvantage of 
the public. In other cases KHA employees were working tor and 
being paid by the very builders whose applications they were proc- 
essing. In still other cases FHA employees seem to have been 
Incompetent to administel the program 1n them charge 

The Congress sought to prevent frauds by making it a crime, 
punishable by a $5,000 fine and imprisonment for 2 years, to make any 
false statement or io willfully overvalue any asset in an FHA applica- 
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tion. FHA, on the other hand, apparently considered itself obligated 
to obtain rental housing at any cost, and thereby accepted the many 
demands and devices of builders FHA not only ignored that erim- 
inal provision of the act, but it virtually invited builders to make 
false statements in their applications by publiely stating that tt 
would not consider incorrect statements in applications as having any 
materialitv. Most of these frauds could not have occurred if the build- 
ers had been required to file truthful applications. 

The statute of limitations on the crime of filing a false application 
under the National Housing Act is 3 years. Since no applications 


could 


have been filed after the expiration ol the act on Mareh 1, 1950 
except for amendments to then existing applications if appears 
that the statute of limitations is a bar to present criminal prosecution 
of these offenses In 1951, and again in 1953, the Attorney General 
to prosecute builders for making false or incomplete dis 
closures In each ease the General Counsel of FHA advised that 
FHA was not deceived because it did not rely on the statements of 
the builders. We concur in the views apparently expressed by two 
Attornevs General that the offense of making false statements in 
KHLA applic ations should he subject to cruminal prosecution and 
we cannot condone the action of FHA in preventing this aetion 
Nor can we approve the position of KH \ in all oe lly pay Ing’ no atten- 
tion to the statements in the builders’ applications 

We have heard that many of its loose practices were the result of a 
vigorous effort by KHA to induce builders to construct more rental 
housing provects It is for the Congress however, to determine the 
extent to which the Federal Government will go in subsidizing and 
stimulating rental housing FEA had authoritv to encourage the 
construction of housing only within the limitations, incentives, and 
PCrmussive ¢ onduc { provided tor by the acts of ¢ ‘oneress, 

The unconscionable windfall profits have not infrequently been 


linked by builders with the erving demand for rental housing in the 
postwarera. The Congress, with the concurrence of FHA, felt this 


pent-up demand had been substantially met by the end of 1949 for it 
permitted section 608 of the act to expire on March 1, 1950. Sig- 
nificantly we find almost no windfalls in the vears 1946-48 when the 
housing shortage was greatest. There were a few windfalls in 1949. 
But the greatest number of the largest and most unreasonable wind- 
falls occurred in 1950-51. Most of those projects were not com- 
pleted until after the expiration of this section of the act. 

In 1947 the ( ‘ongress soucht to preclude excessive valuation of these 
projects by amending the act to provide that ‘the Federal Housing 
Commissioner shall therefore use every feasible means to assure that 
such estimates will approximate as closely as possible the actual costs 
of efficient bwilding operations.” The record discloses that FHA 
wholly ignored this act of Congress. 

In compliance with the statute FHA’s mortgage commitment 
could not exceed 90 percent of its estimated cost of construction. 
Therefore, wherever the actual cost of a project was 15 percent below 
the amount of the FHA insured mortgage it was 25 percent below the 
FHA estimate of costs. In some projects this variance was as much 
as 30 and 40 percent. Rentals that owners of FHA insured projects 
were permitted to charge were based, not on the actual costs, and not 
on the amount of the mortgage, but on the original FHA estimate of 


FHA INVESTIGATION 0 


costs. Permissive rents included a 6's percent return on this FHA 
estimate of costs or on comparable rentals of similar accommodations, 
whichever was the lower 

Excessive mortgages require higher rental income to meet the addi- 
tional interest and amortization charges required by the increased 
amount of the mortgage. In the present rental market, which con- 
tinues to be tight in some areas of the country, some tenants are 
paving excessive rent to carry these inflated mortgages. They will 
continue to be required to do so unless other rental facilities become 
available to them. If and when the time comes that tenants have 
the opportunity tO move Lo r ital projects thot requiring these inflated 
carrying charges, it is not unlikely the owners of such projects will 
be unable to obtain the rents hecessary to carry thei projects We 
may then expect.a substantial number of these properties to be 
returned to the FHA under its guaranty of the mortgage, as the 
inadequate Income precipitates mortgage defaults 

Kither the tenants or the FHA must par the costs of those excessive 
mortgages To date most of that cost has been visited upor hye Lple 3s 
tenants. 


We are not unmindful of the responsibilitv of the Cengress. which 
I 


enacted the National Llousing Act The record, nowever, leads LO 
the inescapable conelusion that these frauds could not have oecurred 
had the criminal penalties against false applications been enforced 


and had FHA complied with the 1947 amendment to the act in making 
its estimates “as close as possible to the actual costs of efficient 
building operations.” It was not defects in the statute, but its 
maladministration by FHA, which was responsible for these frauds 
The Congress can be criticized only for having waited so long to 
investigate this program 

The home-repair and improvement program, under title I of the 
Housing Act, was adopted in 1954 to stimulate business and encourage 
needed home repalrs. Phe act permits a homeowner to make repairs 
without making any downpayment to the contractor and permits the 
contractor to discount the homeowner’s note at a bank with an FHA 
guaranty. Over the years ‘‘suede-shoe salesmen” and ‘‘dynamiters, 
whose ranks have included racketeers and gangsters, have infiltrated 
this business. They have used fraudulent and deceptive sales prac- 
tices on thousands of homeowners. 

In the belief that home repairs of substantial value would cost them 
little or nothing many homeowners have signed contracts which they 
did not read or understand. After obtaining work which was either 
unsatisfactory or worthless, these homeowners found that a bank held 
their note for a substantial sum of money and that under the law they 
had no defense to the payment of the note, in spite of the frauds prac- 
ticed upon them. The testimony shows that many lending mstitu- 
tions were, at a minimum, careless in accepting notes from question- 
able dealers and thereby encouraged these fraudulent practices 

Most home-repair contractors are both honest and reliable. But 
laxity in the administration of the title | program enabled dishonest 
people to make large sums in illicit profits from owners of small homes 
who perhaps could least afford the losses. 

The Commissioner of Internal Revenue has indicated an intention to 
vigorously prosecute the tax laws to recover for the Government such 
sums as are due to it from these recipients of ill-gotten gains. We urge 
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the Commissioner to continue, and if possible to increase, the vigor 
of this program. The Department of Justice has during the course 
of this investigation convicted 60 persons and obtained 78 indictments 
against 126 persons for offenses connected with the National Housing 
Act, largely under the title I home improvement program. Up to the 
present time, there have been very few convictions under section 
60S The Department of Justice and the United States district attor- 
nevs are urged to continue, and if possible to merease, the vigor of 
their prosecutions of all who have committed criminal offenses under 
the National Housine Act where the statute of limitations has not 
expired 

This committee has turned over to the Attorney General and to 
the Commissioner of Internal Revenue data and information obtained 
during our investigation. The committee wishes to express its appre- 
ciation to the General Accounting Office, the Bureau of Internal 
Revenue the Department of Justice, and the Federal Trade Com- 
mission for the complete and most helpful cooperation each of them 
extended during this investigation 

It is not possible to state the total cost of the section 608 program 
to FHA to this date As of May 31, 1954, the FHA had become the 
owner of either the properties or the mortgage notes of 291 section 
608 projects containing 18,850 units and representing an investment 
of $128.7 million. Forty-one of these properties, in which FHA had 
an investment of $13.9 million, have been sold for a net loss of $952,880 
Until the FHA is able to sell the remaining 250 properties in default, 
it is not possible to estimate what, if any, will be its loss on this $114.8 
million investment. There is available for section 608 losses a re- 
serve fund of $105.2 million Inflation during the last 5 vears has 
minimized the FHA’s present loss and has perhaps prevented other 
defaults. The FHA and the Federal Government continue to be 
liable for the over $3 billion of mortgage commitments which remain 
outstanding under the section 608 program For summary of the 
section 608 program, see chart on p. 72.) 

It is difficult, if not impossible, to estimate the total amount by 
which the American people were defrauded in the FHA program. We 
have inquired into only 543 of the 7,045 projects constructed under 
section 608 of the act in which the Government’s commitments totaled 
$3.4 billion In projects that we have examined the total costs were 
more than $75 million less than the mortgage proceeds, although the 
statute contemplated that in projects of that dollar volume the costs 
would have been $73 million in excess of the amount of the mortgage. 
\nd that total represents the builders’ own computation of costs 
shown in at least some cases to be excessive. Rents in KHA insured 
projects are based upon the FHA estimate of the cost to construct 
the project Kor everv $1 million of excessive estimate, the tenants 
may pay as much as $65,000 a vear excessive rent—for the 30-vear 
life of the mortgage. 

We did not have the opportunity to examine many of the l- to 4- 
family rental projects in the $3.6 billion program under section 603 
of the act In one ease, however, we found a $29 million mortgage to 
be more than $5 million in excess of the actual costs ot the project. 


In the $8 billion home repair and improvement program there are 


many cases in which homeowners were charged 2, 3, and 4 times the 


alue of the work done and in some eases the work was actually 
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worthless In manv cases the commissions of the so-called alesmet 
called ‘“‘“dyvnamiters’’ in the trade, ran to 50 percent f the charge 


made to the homeowne! 


COMMENT BY SENATORS FULBRIGH Rosi rSON, 1 KMAN, FREA 


DouGLAS, AND LEHMAN 


We appre te the fact that the committee h: adopted many of tl 


suggestions we have made for changes in this and other sections of 
the report lor this reason, and because we believe there is much in 
it to be commended, we have not objected to the issuance of the report, 
although we have reservations with respect to port ms of 1 We 
shall note some of our reservations at po nts mn the text f the eport 
See also 1 ives 34, 50. and L106 

\ Lo this section, we feel t| Ol woes too ta towa 1 ¢ Vinge the 
lmpressio! it virtually all ises olvin exe ot mortgage 
amount over actual costs involved ud —especiall I 


the meaning which it has in criminal proceedings. 


The port corre thy poimts out that inrealisti ippre sals nd 
estimates in builders appli ations were encouraged by the fact that 
FHA did not consider these practices to be fraudulent and did not 
rely on them in making its own evaluation 

In passing udgement on these facts howeve r, the ommittee sl] yuld 


take into consideration that under the law at that time, or ever now, 
KFHA’s determination of the mortgage amount was not to he hase 


' , } ; 1 
upon the actual costs of a completed individual project, hor upon the 


estimates of costs, or contract costs, in. the applicat on, but pon 
FH A’s own estimat 

Congress permitted FHA to make its determination of mortga 
amounts on the basis of the estimated replacement costs of ft 
projec { This determination had to be made mn advan of const! 
tion, upon the basis of FH A’s own estimates, not those of the builde: 
nor the actual cost of the completed proje ct 

The standard practice of evaluating land, therefore, was not what 
it mav have cost the owner but its estimated value As to archi- 


tects’ fees and builders’ profits, the practice was not what act rally 





was paid, but what normally would be paid, if the construetion were 
to be duplicat | 


That these estimates by the FHA were faulty in many cases is 
apparent That certain KH \ officials were lax l the i! Yereise of 
authority to prevent excessive pro its 1s also apparent That som 
builders wrung excessive profits out of a war-created housing em 
gyency 1s less than admirable 

Undoubtedly there were cases of fraud. It oing too far, how: 
to imply, as we believe the report does, that all who overestimated 
costs and received excessive mortgage monev were guilty of legal 


“fraud,” and have escaped prosecution only because the statute ol 
limitations has expired. 








PART Il. STATUTE: THE NATIONAL HOUSING ACT 


The point of beginning in an nquiry of the Federal Housing 
\adm istration is the Nat Ol al LOuSINe lect adopted by the Congress 
in 1934 b vhich the Federal Housu \dministration was created 
ind under whieh its duties were set forth Under our constitutional 
form overnment, it is the function of Congress to enact workable 

slation. Th Iti ranch must intelligently and properly 

r 1 ha slation as passed by the Congress \rguments 
| i been made FB | > thre economic soundness of the National Housing 
\ parce i rly Of section OOS We have not attempted, however, 
to praise the economic issu before the Congress in passing the 
Natio Housing Act Our inquiry has been directed toward how 
( oul nd wheth Its ¢ iclencies resulted from poor 
iting of th baw ) from Poo! administratior Che 

Co! hou © held 1 pons ble for abuses only i it ta led ) per- 

roy or proper administration of the program 

1} proy I of the sta th V oT" it light on he extent 

iy h KITA intelligently and honestly administered the housing’ 
rye as | as lt \ nt tl hich the C neress exercised Ts 
Lt lative 1 pe sibil Nu Sectiol of this act have been. re- 
vit |. to a lesser or greater extent, in this investigation. The com-- 

principal mquirs has been of the administration of the home 

1) ( IproveMment program provi ad for n section 2 under tit , 
l of the a nd the multifamily rental projects administered under 
titl Vi ection US f th tu Attention has been direeted par- 
ticular! to thes programs beeause the greatest. abuses were con- 


Other programs inquired into more briefly by the committee are: 
(juaranties of mortgages of 1- to 4-family sale houses under section 
03 of the act; guaranties of mortgages for multifamily rental projects 
Inder section 2O7 (at SO percent of economic value, as distinguished 
from 90 pereent of estimated costs under sec. 608); guaranties of 
mortgages 1o1 supposedly nonproiit cooperative ventures at 95 
percent of estimated costs under section 213: cuaranties of mortgages 
for 1- to 4-family houses under section 603; guaranties of mortgages 
of multifamily residential projects at military bases under section 803; 
vuaranties of single- and 2-family residential houses in defense areas 
under section 903; and Federal subsidies for slum-clearance projects 
under title | of the Housing Act of 1949. 
History of section GOS * 

section 60S, about W hich there has been a creat deal of controversy, 
was added to the National Housing Act on May 26, 1942 (Public 
Law 559, 77th Cong.). It authorized the FHA Administrator to 
insure mortgages on property ‘designed for rent, for residential use 
by war workers’. The principal amount of any such mortgage was 
limited to $5 million; there was a further limitation of $1,350 per 
room. The act also provided that mortgages could not exceed 90 
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percent of the Administrator’s estimate of the ‘‘reasonabl replace 
ment cost’? of the completed project ‘imeluding the land the pro- 


posed physical improvements; utilities within the boundaries of the 


property or project; architects’ fees; taxes and interest accrumeg 
during construction; and other miscellaneo charges incidental to 
construction and approved by the Administrator.”’ A further limi- 


tation was that the mortgage could not exceed the ‘amount which 


the Administrator estimates will be the cost of the completed physical 


improvements on the propert or projes U. xclusive of off-site 1) ible 
utilities and streets, and organization and legal expenses 

The Administrator was author ed to require the mortgagor to be 
regulated r restricted as to ( ts, OF Sui charges, Capital Struc I 
rate of return, ana method ot operatior : | order to enforee these 
restriction effectively, the Administrator was authorized to a¢ quire 
$100 of stock in any such mortgago 

Many ehar res were made MN he 2 | ] Pub ( Law eae es hy 
Cong.). Priority in occupancy of the FHA insured prop 
sive to erans of World War IL and the mmediate familie 
The maximum mortgage per room Was increased to > S00 and the 
Administrator was eiven discretion to mnerease this amoun o $1800 
pe rroom ; le ( SO equi 4 The MISIS TO | \i I = rs 
estimate of cost wa changed from ‘‘reasonabl urren co 
“necess ‘VY ecurrel IST 

A or amendment to the s Ol is ma 1) ) 1947 
when Coneress miposed the estriction tha 

In ¢ ( rv ¢ 
be ( ! ( } ‘ ‘ 
est a \ re 
ll Ope | | ( | 4 ( 

In 1948 a maximum limitation of $8,100 ] family unit w: ib 
Sst ited for th previous aximum limita mn of SL.SOO per room 
(Pubhe Lay OT, s0th Cor iis turned o bea very significan 
change for thereafter many projects were authorize | which 70 to 
90 percent ol thé apartments ere l-room efficiencies That amend 


| | | . mo 
ment also added a provision requiring 


90 percent of the Administrator’s estimate of t] 

or project on the ba tt costs pre ng oO iT Her | r pl 

or projects OL co DAarable jUaLILYV 1 C 1OCAl l pe! Or | e( 
is to be located 


A new requirement was added that the mortgagor must certify 
that in selecting tenants for the property covered by the mortgage, 
he would not discriminate against any family by reason of the facet 
that there were children in the family 

The final extension of the program came in 1949 when March 1, 


1950, was established as the terminal date (Public Law 387, Sist 
Cone. . The program was permitted to expire on that date. 
Histor y of section AOS 

Section 603 was added to the National Housing Act in 1941 to pro- 
vide 1- to 4-family sale and rental housing to meet the acute shortage 
caused by the national-defense activities (Public Law 24, 77th Cone. 
The original requirements for insurance eligibility were that (1) the 
mortgage could not exceed 90 percent of appraised value and $4,000 


) 


for a 1-family dwelling, $6,000 for a 2-family residence, $8,000 for a 
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3-family residence, and $10,500 for a 4-family residence and (2) the 
mortgage could not have a maturity in excess of 20 years. 

In 1946, priority under this section was given to veterans and their 
families and two major changes were made. The first change sub- 
stituted necessary current cost for appraised value in determining the 
maximum amount of the mortgage under the 90-percent mortgage 
formula. The second authorized the Commissioner to prescribe higher 
maximum insurable mortgage amounts for these one to four family-size 
dwellings if he found that at any time or in any particular geographic 
area it was not feasible within the mortgage limitations to construct such 
dwellings without sacrifice of sound standards of construction, design, 
or livability. The higher maximum insurable amounts were $8,100, 
$12,500, $15,750, and $18,000 for 1-, 2-, 3-, and 4-family dwellings 
respectively (Public Law 388, 79th Cong.). 

Authority to insure mortgages under this section was terminated on 


April 30, 1948 (Public Law 901. SOth Cong.). 


ITistory of section 203 

Section 203 has been a part of the National Housing Act since 1934 

Public Law 479, 73d Cong.). This program provided for FH, 

mortgage insurance on 1- to 4-family sales houses. This committee 
did not inquire into that program as a part of this investigation. The 
principal amount of a mortgage under this section could not exceed 
$16,000 or 80 percent of the appraised value of the property, and 
the term of the mortgage could not exceed 20 years. 

In 1938, section 203 was amended to provide 2 additional plans of 
mortgage insurance for single-family owner-occupant dwellings (Public 
Law 424, 75th Cong.) 

Under one plan, the mortgage could not exceed $5,400 or 90 percent 
of the appraised value and the term of the mortgage could not exceed 
25 years. 

The other new plan provided that the mortgage could not exceed 
$8,600 and could not exceed the sum of 90 percent of $6,000 of the 
appraised value plus 80 percent of such value in excess of $6,000 up 
to $10,000. The term of the mortgage was limited to a maximum of 
20 vears. 

the Housing Act of 1954 repealed many overlapping and com- 
plex provisions of section 203 and established a simpler and more 
liberal formula for determining maximum mortgage limitations 
(Public Law 560, 83d Cong.). The section now provides that the 
maximum amounts of mortgages which can be insured by FHA are 
$20,000 for a 1- or 2-family residence ; $27,500 for a 3-family residence; 
and $35,000 for a 4-family residence. The mortgage cannot exceed 
the sum of 95 percent of $9,000 of appraised value and 75 percent of 
the appraised value in excess of $9,000, with authority for the Presi- 
dent to increase the $9,000 limitation to $10,000 if he determines such 
action to be in the public interest. 

If the mortgagor is not the occupant of the property, the maximum 
loan to value ratio cannot exceed 85 percent of the mortgage loan 
which an owner-occupant can obtain. The maximum maturity of 
mortgages insured under section 203 cannot exceed 30 vears or three- 
quarters of the Commissioner’s estimate of the remaining economic 
life of the building improvements, whichever is lesser. 
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History of section 207 

Section 207 was another one of the original programs of the National 
Housing Act of 1934 and provided mortgage insurance for rental 
housing (Public Law 47%, 73d Cong.). Title to the property had to 
be held by Federal or State instrume ntalities, private limited dividend 
corporation, or municipal corporate instrumentalities, formed for the 
purpose of providing housing for persons of low income. These 
instrumentalities and corporations were required to be regulated by 
law or by the FHA Administrator as to rents, charges, capital strue- 
ture, rate of return, or methods of operation. The maximum mort- 
gage insurance could not exceed $10 million for one project. 

In 1938, section 207 was amended to provide that certain regulated 
private corporations could qualify as mortgagors (Public Law 424, 75th 
Cong.). The amount of the mortgage could not exceed $5 millien, nor 
exceed 80 percent of the Administrator’s estimate of the value of the 
project when the proposed improvements were completed, and could 
not exceed $1,350 per room. 

In 1939, section 207 was amended to provide that the amount of 
the insured mortgage could not exe a the Administrator’s estimate 
of the cost of the completed physical improvements on the property, 
exclusive of the following: Public utilities and streets, taxes, interest 
and insurance during construction; organization and legal expenses; 
and miscellaneous charges during or incidental to construction (Public 
Law 111, 76th Cong). 

The Housing Act of 1948 (Public Law 901, 80th Cong.) made further 
major changes in this section. Redevelopment and housing corpora- 
tions were added to the list of public corporate bodies which could 
be permissible mortgagors and an exception to the $5 million mortgage 
limitation was made for public corporate mortgagors setting their 
mortgage ceiling at $50 million. 

The amount of the insured mortgage could not exceed 80 percent 
of the amount which the Administrator estimated would be the value 
of the property or project when the proposed improvements were 
completed, including the land; the proposed physical improvements, 
utilities within the boundaries of the property or project, architects’ 
fees, taxes, and interest accruing during construction, and other miscel- 
laneous charges incident to construction and approved by the Ad- 
ministrator. 

Moreover, for the private corporate mortgagor the mortgage could 
not exceed the Administrator’s estimate of 4 cost of the completed 
improvements exclusive of public utilities and streets and organiza- 
tion and legal - nses. The amount of the mortgage could not ex- 
ceed $8,100 per family unit in any case. 

Major changes were made in the provisions of section 207 by the 
enactment of the Housing Act of 1950 (Public Law 475, 81st Cong.). 
The section 207 mortgagor was required to certify that he would not 
discriminate against children in selecting tenants for the projects. 
The amount of the mortgage could not exceed 90 percent of the first 
$7,000 of estimated value per family unit plus 60 percent of such esti- 
mated value in excess of $7,000 up to $10,000 per family umit. A 
further modification stated that the mortgage could not exceed $8,100 
per family unit or $7,200 per family unit if there were less than 4! 
rooms in the family unit. 
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\ further major change in the loan to value ratio came in 1953 
(Pubhie Law 94, 83d Cong.). The language was reinstated that the 
mortgage amount could not exceed 80 percent of the estimated value 
of the completed project and the more complex formula was dis- 
carded. The maximum mortgage limits were set at $2,000 per room, 
$7,200 per family unit of less than 4!; rooms and a maxunum of $10,- 
000 per family unit. 

The Housing Act of 1954 provided for maximum mortgages of $2,000 


per room and $7,200 per family unit of less than 4 rooms (Public Law 
560, 83d Cone.). The $10,000 per family unit limitation was re- 
peated However, the Commissioner was given the discretion to in- 
crease the per room limitation to $2,400 and the family unit limita 
tion to $7,500 in elevator-tvpe structures to compensate for the higher 
cost of construetion for such structures No change was made in the 
loan to value ratio 

\ new provision was added to prevent “windfall profits,’’? by re- 
quirin the builder to certi the amount of his actual costs If the 


e exceed the approved percentage of actual 
he reduction of 


roceeds of the mortga 
Co the exeess must be pala to the morteacee tor t 


the mortgage principal. 


[hie ection 215 cooperative housing hnsurance progrank was 
( ected \p if 1950 Publie Law 17 Sist Cor The law provided 
ior two tv pe of nonprofit cooperat Ve projects: nanagel ent and sales 
tvp vellings. The principal amount of the mortgage for the manage- 

ent tvpe rorwects co ild not exeeed SS m lion Del projec - SS LOO 

( ly iyhat ¢ S11 SOO p roon i t YO pereent o thre estimated 
eCMMCceniVe | ( 

Two | ceptions to thr maximum limitation for World War II 
veterans pDro\ tor increased allowances for ene! 1-pel ent merease 
! ( iS We C} hip in the cooperallve and, if at least 65 pereent 
Ol thre membership of thr ecooperally were veterans th MaXiuiM 


e limitation was $8.550 per family unit o1 $1,900 per room with 


95 percent maximum ratio of loan to valu 

1 , bs 1 . ! 

Che maximum mortgage limitation of $5 million per project applied 
also to the cooperative sales Ly pe dwellings In addition, the prin 
‘ vil amount of the mortgage cot ld hot exceed the vreater ol either 
ttre mitations desc ribed above for cooperative hahnagement type 


projects or the limitations required by section 203 of the Nattonal 
Housing Act 


In October 1951, seetion 213 was amended to include veterans of the 


Korean war within its benefits (Public Law 214, 82d Cong 
Mhe Housing Act of 1954, adopted on August 2, 1954, has further 
amended section 213 (Public Law 560. 88d Cong A provision was 


added to permit FH A-insured cooperative housing mortgages to be 
as high as $25 million in amount if the mortgagor cooperative 1s 
regulated by Federal or State law as to rents, charges, and methods 
ot operation 

This section also change d, with respect to nonveteran projects, the 
former limitation on mortgage amounts of $1,800 per room or 38,100 
per family umit to $2,250 per room and the family unit limitation is 
applicable only if the number of rooms is less than four. Also, there 
Isa change from a cost basis toa valuation basis In addition, the 
basis for allowing increases in mortgage limitations for veteran mem- 


bership was changed so that such in¢ reases can be made onl tf 
percent of the members of the cooperative are veterans 

The Commissioner wa authorized in his diseretion to inerease the 
dollar amount limitations for elevator-tvpe stt tures in both veteran 
and nonveteran projects. The maximum increases permitted are 


$2,250 per room to $2,700; $2,375 per room to $2,850: $8,100 pel 


family unit to $8,400: and $8.550 per family unit to $8,900 


History of section 8 
Title VIII \ 


Vas anadaed ft the Na onal Housi Let on Au . ‘ 

1949 Public Law 211 Sist Cone section su stated that he 
purpose of this prog am was to provide rental housi accommodations 
for eivilian ana miuitary perso! nel of the Armed lorees at « n th 
area of muilitarv installations where there was an acute shor e of 
hy JUSTINE The Secretary of Def nse was required to certify that the 
housing was necessary and the installation concerned was a permanent 
part of the military establishr l nd the iS Th ent intent 
to substant ths curtail activities there 

The principal amount of the mortgage on s fh a project cannot 
exceed S5 million, cannot exceed 9O percent ot the amount which the 
Commissioner estimates \ I] De the rt placemy nt cost of the prop t\ 
oO! project when the propose | improvements ire complet «| nad canno 
be more than LOO per ta init ( I } on eHS 
which thre secretary of Def nse certiiies that the need would be Db 
served by single-family detached dwellings, the morteage limitati 
SY O00 per family unit 

By amendment in 1951, personnel of the Atomic Enereyv Ce 
sion emploved at AEC installations were included within the bet ts 
of this law In addition, the Commissioner was authorized to tnereas 
the limitation from $8,100 per family unit » to $9.000 whe 
levels so required (Public Law 139, 82d Con: 

In 1953 an “antiwindfall profits’ provision was added which 1 
the builder, upon completion of the project, to certify his actual sts 
and to pay the mortgagee, for reduction of the mortgage, the amount 
by which the mortgage proceeds exceeded the thé nai costs Publ | 
94, 83d Cong 

The Housine Act of 1954 extended to June 30, 1955, the prograt 


under section 808 (Publie Law 560, 83d Cor 


History of sectir I0O3 

Section 903 was added to the National Housing Aect in 1951 to 
provide adequate housing in areas which the President determines to 
be eritical defense areas (Public Law 139, S2d Cong The re quire- 
ments for insurance under this section provide that the mortgage must 
cover property designed for residential use of not more than 2 families 
and cannot exceed 90 percent of the appraised vaiue The mortgage 
cannot exceed SS.100 for a si iwle-famuly dwelling and $15,000 for a 
two-family dwelling except that the Commissioner may inerease these 
amounts to $9,000 and $16,000, respectively, if he finds the cost ievels 


so require. These dollar amount limitations may be further increased 


») 


up to $1,080 for each additional bedroom in excess of 2 per family unit 
if such units meet sound standards of livability as 3- and 4-bedroom 
units. The maximum maturity for mortgages insured under this se¢ 
tion was limited to 30 years. 
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The Housing Act of 1954 (Public Law 560, 83d Cong.) requires 
that each dwelling covered by a mortgage insured under this section 
after the effective date of the act be held for rental for a period of not 
less than 3 vears after the dwelling is made available for initial oc- 
cupancy. This act also requires the mortgagor to certify that the 
approved percentage of actual cost equaled or exceeded the proceeds 
of the mortgage loan or the amount by which the proceeds exceeded 
such approved percentage and to apply the amount of such excess to 
the reduction of the mortgage 


HT fory of title / 


Title | was enacted in 1934 as a part of the original National Hous- 
ing Act (Public Law 479, 79th Cong.). This was a depression measure 
aimed at helping solve the widespread unemployment in the con- 
struction industry. Section 2 provided for insurance of lending insti- 
tutions against losses up to 20 percent of the aggregate amount of 
advances made for the purpose of financing alterations, improve- 
ments, and repairs upon real property. The individual loans could 
not exceed $2,000 

In 1936 section 2 was amended to provide that the amount of 
insurance to be granted to a financial institution was reduced from 
20 pereent of the total amount of loans to 10 percent thereof (Public 
Law 486, 74th Cong.). 

The National Housing Act Amendments of 1938 (Public Law 424, 
75th Cong.) provided for the expansion of title I, section 2. The 
maximum amount of individual loans for financing repairs, altera- 
tions, and improvements on existing structures was increased to 
$10,000. In addition, provision was made for loans up to $2,500 for 
financing the building of new structures. 

In 1939 catastrophe loans were included as 1 of 3 classes of loans 
insurable under section 2 (Publie Law 111, 76th Cong.). The other 
two classes were loans for alterations or repairs and loans for building 
new structures. The amount of each individual loan in any of the 
3 classes could not exceed $2,500 or have a maturity in excess of 3 
vears and 32 days. 

One new feature of the law was the fixing of a premium charge of 
not to exceed three-fourths of 1 percent per annum of the original 
amount of the loan payable by the financial institution for insurance 
under this title 

Numerous minor changes were made in the program during the 
war years, but the next major amendments came in 1948. The 
National Housing Act of 1948 (Public Law 901, 80th Cong.) increased 
the maximum limit on loans for new construction from $3,000. to 
$4,500. A new program for loans for the alteration, repair, improve- 
ment, or conversion of an existing structure to be used as an apartment 
or a dwelling for two or more families was included. These loans 
could not exceed $10,000 and had a maturity of not more than 7 years 
and 32 davs 

The Housing Act of 1950 (Public Law 475, Stst Cong.) reduced 
the maximum loans for new construction from $4,500 to $3,000 and 
loans for new residential construction were limited to a maturity of 3 
vears and 32 days 

The revelation of abuses in the operations of the home repair and 
improvement program led to the enactment of safeguarding provisions 
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in the Housing Act of 1954 (Public Law 560, 83d Cong These 
amendments were: 

1. A lender covered by title I insurance was placed in the position 
of a coinsurer by limiting his reimbursement to 90 percent of the 
loss on any individual loan. Since the lender must absorb 10 percent 
of the loss on each loan, it will be in the lender’s interest to conduct 
more careful lending operations and thus help prevent abuses in th 
home repair and improvement program. 

2. In order to be eligible as a lender under title 1, the lending insti- 

tution must either (a) be subject to inspection and supervision of a 
governmental agency and found by the FHA Commissioner to be 
qualified by experience or facilities to take part in the title 1 program 
or (b) be approved by the Commissioner on the basis of the institution’s 
credit and experience or facilities to make and service such loans. 
3. Only home improvements which substantially protect or im 
prove the basic livability or utility of properties are eligible for insu 
ance. The FHA Commissioner is directed to declare ineligible from 
time to time items which do not meet this standard or are espe ially 
subject to selling abuses 

+. The use of title 1 loans on new houses is prohibited until after 
they have been occupied for at least 6 months The purpose of this 
provision is to prevent the proceeds of a title I loan from being used 
as part of the downpayment for the purchase of a new house 

5. Multiple loans granted under title 1 on the same structure ar 
prohibited from exceeding in the aggregate the dollar limit set forth 
by statute for that particular type of loan. 


History of slum clearance 
Title I of the Housing Act of 1949 (Public Law 171, Slst Cong 


approved July 15, 1949) authorized the Administrator of the Housing 
and Home Finance Agency to provide assistance, in the form of capital 
grants and loans, to localities for slum clearance and urban re develop- 
ment. The capital-grant contracts authorized in title 1, aggregating 
$500 million, were for the purpose of defraying up to two-thirds of the 
net cost to localities of making project land available at fair value for 
approved new uses. 

The law authorized borrowings by the Administrator from the 
Treasury, aggregating $1 billion, which can be used for short-term 
advances to finance the selection of project sites and the preparation of 
plans for specific project development operations; temporary loans for 
the acquisition, clearance, and preparation of land for reuse; special 
loans to finance construction of public buildings and facilities; and 
long-term loans to refinance the local investment in project land which 
is leased rather than sold Not more than 10 percent of the funds 
either in the form of loans or grants may be expended in any one 
State, except that contracts for capital grants aggregating not more 
than an additional $35 million of the $500 million grant authorization 
may be approved in States where more than two-thirds of the amount 
permitted under the 10-percent limitation has been obligated. 

The Housing Act of 1954 (Publie Law 560, S8d Cong.) enlarged the 
scope of undertakings under this program and provided for its co- 
ordination with other Agency programs specifically designed to assist 
localities in urban renewal. 
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PART Ul. RESPONSIBILITIES UNDER THE HOUSING 
PROGRAM 


ih HOUSIN program both short term for the postwal era, and 
term for th eneral good of the Nation, involves a farsighted 
I \ program Db the Congress enlightened and competent 
viministration of the law by the administrative a reney assigned that 
esponsibility, and a stneere effort by the building industry to fulfill 
ae saeeicahih : ‘ 
| cithie ult [or 4 oOneTre ssional committer to al solve itself 
0 i fault and place the ntire blame pon other But there 
1 occasion for the Congress to accept responsiDiuity whi h rightly 
0 elsewhere Perhap the Coners was derelict in not soone1 
ny i full inquirv mto the administration of this program. The 
ivailable, however, show that some officials of FHA and 
Ol rie oO the bull line ind Istr misled and deceived the 
Co 3 as » the tmiinistration of the act [It appears now th: 
! ley ed thi Mimittee ai not and could not h ippen Wwe In) 
ju routin Wi naquire now as to how each oO} the | Ons! 
cre i ea it OT) Dility 
SECTIO a. % ( LON AT 1 ONSI 
fhe Cor ‘Ss rovided in section 608 that the FHA Comn SLOTL 
eould require the mortgagol 
(‘ommissioner was also ithorized acquire SLOO of stock In 
I rtgagor corporations for th purpose of entoreing fh regulations 
( I 
rut ant to th tatutory authorization FHA established a ‘‘ Model 
‘ol of Certificate of Incorporation which every section 608 
corporation was obligated to use (Housing Act hearings, April 1954, 
) 4 1 This certifieat Ol meceorporation orovided for SLOO of pre- 
ed stock to be owned by th Kh HA Commissioner ana that 
a or the capita hoe t the corporatio except 
1 mayor \ I the Narre of each ela oO shoe} 
1 a yO! ation payments ai ler the Mortgag 
Federal Ho Cx ! oner have been pai 


These provisions requ red the approval of the FHA Commissione1 
of windfall distributions, a fact whollv ignored in the administration 
of the act KHA officials testified before this committee that the 
actual costs and the amount of the ‘windfall profits” distributed to 
these sponsors were available to them in the annual reports which were 
required to be filed with FHA But Burton C. Bovard, former FHA 
General Counsel, testified that no one in FHA read the annual reports 

\ most significant congressional act to have prevented these abuses 
was the provision enacted in June 1934, found in section 1010, title 18, 


United ates Code making it a criminal offense to file false state 


I 
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ments in connection with obtaining a loan or advance of credit insured 


by the FHA. That section is in part 


ffered t r a ed Federal H Ad i in 
I e€ | pr ( 1 ’ tt t \ 

LK a ( i Lt 

f 

( Al sy O00 1 t 9 

There Was already inh thre Criminal Coc { m LOO] | LS, 
enacted in 1909, a statute making it a crime to make a false statement 
Lo any CGrovernmen ULemey There fore the eChactlo nt OL Se Ol 
1010 expresses a congressional awareness of t1 specific dangers 1n 
volved in. the housing program to be adminisiered by FHA 

In 1955 an agreement was 1 ached betwee 1 FHA and the Depart- 
ment of Justice that the FBI would rm oy to FHA all inves 
tions of violations of section 1OLO The FHA was give xe] ve 
jurisdiction to police all cases of fraud and m presenta 
nection with its operations That arrangement was. abolishe ] 
April 12, 1954, because of the failure of FILA to adequately inves 
and utile prose ions under section LOLO fe thie Hinge of Ist 
statements with FELLA In the meantu ILA r LIS ¢ ul 
statute and all but read out of the law 

Not only did FHA fs lL to actively prose e the numerous cases of 
musrepresentation and traud contamed in the section 608 appli awlions 
but it effectively prevented the FBI from investigating, and thi 
Department of Justice from prosecuting, those cases under section 
1010. The most important feature of this neglect of duty ts 


‘ ; 3 : 
w&% Majority Of these violations occurred prior to 1950 and the statut 


of limitations appears to now bar successful prosecution. The 
committee Is pleased to know that the FBI has again assumed pul 
diction over violations of section 1010 and that the Housing and 


Home finance A rene y\ has established &® COMpilance aqivisiohnh to 
prevent a recurrence of these past derelictions of duty 

\s early as 1947 this committee was concerned by the facet that in 
some cases the FHA mortgage insurance on section 608 projects 
represented more than 90 percent of the actual cost (S. Rept. No. 772, 
80th Cong.). The committee was also concerned that FHA was 
estimating costs on the basis of the costs of the average builder rather 
than on the costs of the more efficient builders There was no desire 
to subsidize the less efficient builders. 

Realizing the danger of financing unnecessary and artificial costs, 
the committee reported, and the Congress adopted, an amendment 
to section 608, directing the FHA Commissioner, in estimating 
necessary current costs to 
use every feasible means to assure that such estima v approximate as clo 
as possible the actual costs of efficient building operations 
This amendment became Public Law 394, 80th Congress, December 
25 1987. 

While such a standard for estimating costs should have been adopted 
by FHA on its own at the beginning of the program, it even completely 
ignored this congressional mandate. The record discloses no action 
bv FHA to make this amendment effective other than a letter sent by 
the Commissioner to State directors and chief underwriters which 
quoted the amendment and added: 
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I { LN ¢ ( i i 
i ( i ) ( er ( ot 
i H t \c fair \ dod NOG 
If FHA had adopted the standard required by the 1947 amendment 
vindfall profits which reached their peak in 1949, 1950, anc 
4) ) | not have occurred in anvthing like the volume we have 
\I { i not virt liv all, frauds and irregularity disclosed bi 
the he 0 vuld not oecur if FHA had: (1) Required trutht 
statement by builde 1 then ipplicatior through the erimn 
I tion of those who f: to ado sk 2 nade realist timaut 0 
ised the corporate iter ] ( ithorized by the sta t 
oO eu ties of builders foll p ince of the FHA 


It has been fi ( ntly that the best uw thy nind of mat : 
) ol drat V1 ol ( Ww mecompeten nd wunpropel 
:dmunistered mnd that the worst law of the Congress w not resu 
| ! quite i} prope ly and oy] mpetentls 11TH) istered 
Some FHA en plovees administered the National Housin Let 
necler ful comp tent ith honest manner, in st King contrast 
oth hieh standard of viee and inteeritv this Government 1s v 
iv accustomed to receiving trom its publie servant 
rhe general attitude of FHA seems to have been that it wa 
agency fol the builders and for their benetit Whik deep eoncerned 
with indueine builders to econstruet more projects KHOA appears 
ha been Ineoncerned MW mamta Ww? the stan lards of mteerl ahi 
) ) ( pied ft Crovernment acer 1 hie 1) hy} int S 
Gl 1F FH ERS NEI 
| usanas OL p opl were emploved b FHA and we ado not mean 
Oo i that all. or any it percentage, of them were dishonest 
\ Lie ne we do not ve that the incidents discussed below 
i olated cases or that ou Investigation uncovered anivwhere lea 
$ of such egularities | is still difficult to believe that a 
i Ci iva FF Powell COULG head in it billion doll: retiblal 
Ii¢ program tor so man Ca 
e | ( former FHA Assistant Commissioner for Mul 
mill liousing w emplo d by FHA nu 9354 and was hat 
Oo ( on 60S program [rot ts inception 942 throu 
I Ol hh 1950. 
| HlA ( eneral UO N $ rec I 1947 “ve "OW || ithorit 
ommitment hereass modif or extend commitment 
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Insurance contracts not only under section 608 but also under all 
other multifamily rental programs. Powell’s record, as shown by 
this committee’s hearings, discloses maladministration and dis- 
honesty in Government atits worst No program could be exper ted 
to have been honestly and efficiently administered while headed by a 
man such as Powell , 

In his application for emplovm«e nt by KHOA Powell categorically 
denied that he had ever been “found guilty by a court of any crime 
either misdemeanor or felony.” . 

Powell’s arrest record, long antedating his employment by FHA 
Wiis furnished to this committee by the Kederal Bureau ol Invest cr §] 
tion. The Federal Bureau of Investigation report is printed in thi 
appendix (p. 127 

That arrest record had been referred to the Civil Service Commis 
sion by the FBI on two oceasions {ugust 14, 1941, and January 10 
1948—in connection with routine loyalty checks. The Civil Service 
Commission as a matter of practice referred such records to FHA 
Llowever, thos arrest records cannot be found in the FHA files Who 
removed these reports and who thereby covered up for ¢ ‘Iyde Powe 
has never been disclosed by our investigation 

At the preliminary hearing held in \pril, Powell was asked, “How 
long have you been with FHA?” He declined to answer ‘upon 
my constitutional protection against being compelled to be a witness 
against mvself.’’ His attorney advised the committee that he would 
refuse to answer, on the stated ground, any question ‘“‘Regardless of 
whatever nature” that might be asked of him. 

In June, Powell was called at the opening of the ecommittee’s forma! 
hearings. He was asked questions concerning the processing of sec- 
tion 608 applications, concerning his prior criminal record, and about 
his dealings with certain identified builders. To these questions he 
again invoked the privilege of the fifth amendment 

At the conclusion of the hearings in October, Powell was again 
called before the committee. He was then asked about large bank 
deposits he made in excess of his Government salary He again 
refused to answer on the ground of his privilege against self- 
inerimination. 

Subsequently, Powell was found guilty of criminal contempt by the 
United States District Court for the District of Columbia for refusing 
to give information to a grand jury, investigating the FHA scandals 
after he had been directed to do so by the court 

One consequence of Powell’s refusal to testifv is that the builders 


who “dealt” with him have had the security of knowing that the 
Government would not learn from him of their illegal operations 

The records of the Riggs National Bank, where Powell maintained a 
checking account, show that in the period from January 1, 1945, to 
April 30, 1954, Powell made deposits of $218,330.89, of whieh deposits 
$101,220.10 was in currenc\ Durine this period his net Governmen 
salarv, including reimbursement for travel expenses was $80,265.49 
Those deposits are $138,365.53 more than he had earned His Federal 
income-tax returns [o1 those vears disciose tho mcome whatevel other 
than his Government salary Financial statements given the Riggs 
National Bank in connection with loans he made during the early pat 
of that period showed no substantial assets 

Powell also maintained safe-deposit boxes at the Wardman Park 


» | l 


Hotel. where he live 1. sure at the Rigos Nationa Bank Ihe notel 























not record his entries into that b xX; Du the records at the bank show 


he frequently entered that box, often 3 or 4 times a month Sighnill- 
cantl he discontinued de pe SILLY cash 1th his bank account ih Janmu- 
1950, and on July 18, 1950, he rented a la ‘YT sate-deposi DOX at 
he bank, just double the size of the one he previously occupied. The 
30 show ha hie Visited this safe dep { box on the day alter 
he P Ssident ais lk ead the ex ence of th ousing scandal Api 
L954 
Powell otherwise dealt in large sums of mone, In December 19538, 
he purchased a lot for $12,000 in what perhaps is the most exclusi 
Washu rTOn LH pard SELOOO of hia purchast price by 
nish checks Ot Live Ry Bank. purch sed the Saupe Gay that hi 
nde a it ) his safe ie posi NOX ae paid S1,500 to a builder Lo 
iW lans for a house to cost $56,500 Powell then lived in a hotel 
| imably would also have to furnish and equip bis new hous 
Chis project, Including the construction, furnishing, and equipping of 
Ouse, appeared tO involve Commitments approaching SLOO,O00 
if (;overnment salarv was less than 512,000 a vear, before taxe 


Pow llappeat sto have been an KCepllon ily heavy gambler particu- 
; ' 


horseraces Several witnesses testified to his frequent visits 

ict \ forme) bookmaker’ testified that auring a period 

months in 1940 and 1941 Powell made horserace bets with him 

Ln) 5100 to $120 a day One dav in 194 Powell lost $1,500 

’ dav’s races He did mot pay his loss and the bookie stopped 
ng on him 

\ es of Powell in the amount of SS.YOO were deposited to thre 

Ol John ‘ Black Jack Iv her durime thre period " 


942, through August 13, 1946 Keleher refused to answer 


; ] i 4 . 
stions about his business activities during this perlod on the ground 


ich answers might tend to incriminate him lt is common 
nowledge that Keleher was a prominent ‘ bookmaker” in Washing- 
moa ne that period of time During a lengthy examination 
Keleher would testify only that he had no real-estate business with 
Powell 
On June 2, 1948, Powell purchased a cashier’s check from the Riggs 
Natl mal Bank for SS,650 pavable Lo Rocco De Girazia, He paid 


the bank for this check in currency of $1,000 and $500 denominations 
De Grazia is reputed to be the owner of the Casa Madrid in Melrose 
Park, Ul, a mightelub and gambling house. De Grazia could not be 
located by committee investigators and Mrs. De Grazia availed her- 
self of the fifth amendment when asked pertinent questions, 

On August 20, 1950, Powell lost $5,000 “shooting craps’’ at the 
Dunes Club in Virginia Beach, Va. Accompanied by W. Taylor 
Jobnson, a Norfolk realtor, who was his host, and Frederick Van 
Patten, former FHA zone commissioner, and then Johnson's partner, 
Pewell gambled at the Dunes Club from shortly after midnight that 
dav until between 6 to 8 o’clock the following morning. The gam- 
bling was preceded by a luncheon and a dinner the previous day, 
celebrating the completion of a section 608 project. Throughout the 
festivities there was considerable drinking. Powell entered the 
rambling house with a roll of bills, said by Van Patten to contain at 
least $2,000. 

Johnson subsequently gave Powell $3,000 in cash to compromise 


his losses with the owners of the Dunes Club. Johnson, who had 
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interests in 5 section 608 projects, charged this $3,000 as a financing 
expense of his Mayflower Apartments project 


he committee heard almost countless rumors of irrecular financial 


transactions with Powell In most cases. 1t Was impossible to obtain 
evidence either to corroborate or to disprove the story The othe 
party to the transaction would of course he} sf as ouilty as Powe 


In any Sti¢ hy ade aimneos 
Testimony of Nathan Manilow, a Chicago builder, further related 


to Powell’s transactions A $7,500 draft deposited in Powell’s account 
at the Rive Ss bank was tri dtoa Chieagvo bank and then to Manilow 

Manilow owns half the common stock of American Community 
Builders, the remaince heine owned bv Philip Klutznick, former 
Federal Public Housing Administrator \MIamilow testified that he 
gave that stock to Klutznick and that it now worth about $2.7 


mn llion 


American mmunitv Builders received $58 million in FHA me 
vace-insurance commitments for projects in Park Forest, Il] In 
$27.8 million. During the construction of thu projects Powell dic 
several things for the benefit of these sponsors, including his app i) 
oi an increase in the mortgage commit nt of $590,000 

\lanilow testified that in March 1948, the I is FHA State director 
Kadward J Kelly telephoned hy ! osav that Pow ll “was ina ditle 
situation”? and wanted Manilow to lend him $7,500 \Iamilow nu 
the loan on \l, i L}QO48 P} or to ti t « NIy \lat ilow he 
req stead permis yn from FHA collec 4 ont I tw a ! 
oO! his |e ses and to invest this mone () \1 h 24 48 Kadw d.j 
Kell] recommended to Powell tha r¢ est | oranted and Powel 
did so o1 1} tint 

Manilow testifies hat $2,000 of the loan maid to him by 
cheek in December 1948 He claimed that Pow vid the balanes 
of $5,500 in currency sometime betwer Decembe 1948 and Marel 
1949 He said there were no witnesses to the pavment, no evidences 
that it Was pa al and that he merely put the rreneyv in his por ke 
and spent it. However, in his 1949 income-tax return filed in Marel 
1950, Manilow claimed this $5,500 as a bad debt He listed the 
debtor merely as “C. Powell.”” In 1952 an internal revenue examine! 
disallowed this $5,500 as a deduction, in a routine audit, because there 
Wis ho prool that Manilow had ever attempted t colleet 1 

Even more serious was the testimony of Albert J. Cassel Cassel 


an architect and former associate professor in architecture at Howard 
University, was one of the sponsors of Mayfair Mansions, a section 
608 project in Washington, D. C. In December 1946, when this 
project was nearing completion, an additional FHA commitment of 
$709,000 was obtained to par off preferred stock held by contractors 
in connection with prior debts. Cassel testified that he did not know 
who obtained the increased commitment but that he did not. Cassel 
testified that when he went to Powell to pick up the commitment, 
Powell demanded $10,000 for his services before he would sign the 
authorization. Cassel paid the $10,000 in currency and received the 
additional $709,000 commitment 

Other facts point to a direct connection between Powell and sponsors 
of section 608 corporations that made ‘‘ windfall profits ”  Powell’s 
appointment books show frequent visits by many such sponsors to 
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his offices Telephone company records show many phone calls between 
Powell, both at his office and at his home, and many of those who 
made “‘windfall profits. ’ The records of some of these same sponsors 


also howed large expenditures In cash whi h they could hot explain 


The sordid Story of ( ‘lvde Ly Powell Was one of the principal reasons 
that an investigation of the FHA was necessary The complete scope 
of Powell’s activities during his 20 vears will probably never become 


] P . 
known, especially if the one man who knows the answers persists in 





his ret isal Lo talk 

Although no othe emplovees of the FHA are known to have 
engaged in illegal activities on the scale of those by Powell, there are 
many other cases of FHA personnel receiving gratuities from builders, 
accepting part-time employment from builders, and engaging in other 
inethical practices, 


Th 


se } P 
( ng “eontliets of inter- 
¢ I 
‘ i 


} Vi 
iomas Grace was New York State FHA director from August 
8, 1935, to August 1, 1952 Prior to his employment by FHA he 
Was a partner, with his brothers, in the law firm of Grace & Grac 


Grace 1s an outstandine case inve 


lle remained a partner in the law firm after becoming State director 
Crrace & Grace, or his brother (reorge one of the partners, were Conh- 
nected with 64 ELA re tal housing projects processed in the New 
Yo office while Thomas Grace was State director. These 64 proj- 
ects involved FHA mortgage commitments of $84,771,030. George 
T. Grace, or the firm, received $400,000 in connection with FHA 
matters, including $291,000 in fees 


Thomas Grace maintained that he was an “inactive” partner in the 


it but his name appre ared op the stationery, on the building registry, 
and on the door of the law firm’s office Moreover, Thomas Grace 

hdrew $38,758 trom the firm’s account and was paid $8,850 by his 
brother George in the vears 1946 through 1951. In at least 2 years 


the law firm 


filed a partnership tax return, showing Thomas Grace as 


ecelving 25 percent of the firm’s earnings 
The testimony concerning the Warren Gardens project may give 
he reason George T. Grace’s services were so valuable. The original 
pplication filed in May 1949, asked for an FELA commitment for 
$325,000 to build a section 60S project In almost 6 months the appli- 
on had not been acted upon. The sponsor was advised by friends 
> Cha 4 lawvers and LO hire (jeorge fi} Grace, He did SO and it) 
han 3 months an amended application for $485,000 was upp rved 
John William Salmon, emploved by the FHA in November 1954 


and put on annusl leave in Macias 1084. wa chic ¢ 


ppraiser of the 

Lo 1 ro] ollie In that position he Was resbon hle fou tl e ap- 
Draisais on all FELLA proyects in luding’ those under section 608 He 
id his wife Tress received from builders doing business with FHA 

li ist SLO 500 1n cash, él Ford a tomobil , aha a home purchased at 

th oats ht price some payments were said to be for services of 


Nii Saimon 

Arthur B. Weber and Richard S. Diller were particularly generous to 
Lhe Saiiion Webe and ID ley built three section OUS projects 
Ba iwin Gaarden Wil hire | i Cienega and \onte Bello Garden 


( 

] 
l 
il 


Phe Government-insured mortgages on thes projects Was appront 
mately $5 million, their windfall was $417,000 and, of course, th 
owned the properties 
Theu biggest windfall was $277,154 on t hae Baldwin Gardens’ 
oy) AF acs no 9 Since the law previded for mortgages not 


exceeding YQ) percent ol estimated costs, thre KH \ estimate was ofl 
almost 30 percent Salmon signed thi project analvsis on Baldwin 
Gardens as chief valuator 

In October 1949 the Salmons D irchased a home from Diller-Web« 
Co. for $10,000 The house next door. virt lally identie: 
for $15,500 at about the same time to a non-FHA emplovee 

Weber and Diller were lso connected with gratuities tO TWO Ott 
KEI \ emplovees Nlauries Henry Golden and Kenn Ie Mitchel 

Vaurice H. Gold as emploved by FHA from 1938 to 1954 and was 
assistant chief construction examiner in the Los Angeles offic tI 
1949 Weber Diller ana i numbet of othe OULGECI colleeted 


} 
| 
il 





$11,000 hospital fund o vhich $7,000 was Spent on hosp tal bil 
! 
| ’ he 
Golden’s daughtet Phe remaining $4,000 was put in his perso 
bank account and in part used to b lv a hew aul ymob li 


Kenneth Mitchell was chief land planning consultant in the FHA 
Los Angeles and Lone Beach offie In June 1949 Diller-Weber ¢ 


sold him a home for $11,400 in the same subdivision in which Salmon 
had purchased Foun months earl r the house next door on one sick 
had sold for $16,300 and 2 months later the house next door o the 
other side was sold for 516,600 Other houses on the same stre 

lor prices ranging from $15,250 to $16,600 


Throughout the country it appears to have been the establish: 


custom for builders to give Christmas presents to FHA personn 
It was not Infrequent for builders to eive parties to which FHA peo 
vere Invited In New Orleans parties wert YIVE! regularly I \ build 
in connection with the closing of section 608 mortgage commitment 


ive or six top officials of the New Orleans FHA office were gene 
In attendance at suc hy parties with their wives n 1O4S Shel} 


struction Co, gave a party al the Roosevelt Hotel on losing the FHA 


ommitment on the Parkchester project: ana in 449 1t gave a party 
at the Beverly Club in connection with the closing on Claiborne 
Towers Shelby also gave fishing trips for FHA peopl Its fina 


success In FHA projects dicates these expenses I a food Inve 
ment One official in the New Orleans offi hh a good memory 


vave a lone list of parties fishine trips ad Christmas presents he 
had ecelved. Trom builders \ New od sc y thie i I) Vicied 
list of gift certificates he had received from builders 

i am V. Yates. eh maderwriter at the Jackson, M KHOA 
office, 1 ceived automobiles trom Henry I: _ i tder OL 2 (‘- 
1ioh HUSA projects who also had an AuUtLOMO if Veelicy In 5 
Yates made an even trade with Sadler of a 949 Pontiac for a Q5 
Ponting In 1953. he awain made an evel ade of his 1951 Po 
ior a2 1953 Pontiac. In that ransaction Ya I ade Ol eh 
S1.200 to the ordet! 0 Sadles ihe le ehndors cheek il i 
back to Yates who then deposited the eh his own aces 
Sadler received no money on the trad 

There were many instances in which FHA employ vere hire 
D ilders to work on Dlans that were to be sul Le o FHA for \) 
proval, FHA mplovees. Ll) theu offic i Ci \ he ( wppro 
plans that thev themselves had dratted for 

Joe I Cra ry f/was a construction examine U 1) ’ Cl iH \ 
office from 1943 to 195 Hie was hired QHl by ( LL. Whitel cl 


and Otto Zurechin to help hem on p ins Wt ] LO 4 subt ited 
LO KH \ LO ipproval Whit hy ( tt he Ta 
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ft the plans “greased the wheels” since Crawford knew all the 
FILA requirements. There were several transactions between Whit- 
church and Crawford. but the testimony was conflicting as to the 
total amount Crawford re*eived 
At least two other binders paid Crawford for help on plans and 


there was testimony that Crawford approached Forrest Ross, a builde 
th the suggestion that Ross hire him to draw his plans, Crawford 
{ that his services might get Ross a better break from the 
RHA Ross did not avail himself of Crawford’s services 
Whitchurch also paid Neal Williams. in the architectural section 


the Denver FHA office. $1.500 for work on a model home for the 


Denver Home Show 


Horace J. Moses was emploved by FHA from 1939 to September 


rt CONS iction examiner in the Lo Angeles office In 1949 
950 he reeeived $9.200 from st \. Newcomb. who represented 
(el yf ss | mr. HUIS pro ( Is prod ssi d lI the Los \) el Ss offic: 
| | vas paid $1,600 by Curtis Chambers, an archite ( 
KELEA builde 
\] D. Se jar> wa chi architeet in the Cl cao FTA office 
iro 938 until August 1954 Sorgatz testified to receiving approxi 
1.000 in connection with architectural work on plans { 
iF ¢ “ | rh s offices 
( [lliot was an assistant FHA State director in Oregon from 
M46 1 1949 He testified to receiving approximately $3,000 
tI ) ho ar Lssoeiat in Is law offi C, fon revi wing contracts for an 
KEEA bual r, and to recelving a commission of approximat ly $4,000 
of a plot of land on which there was later built an FHA 
p 
Frost had been employed by FHA from September 1934 


0. e 1954 at which time he was assistant New Mexico State 
I‘rost was qui stioned before the committe about fishing 
by builders camblin Winnie's with builders, orl parties 

thet ratuities trom builders. To Ca h question Frost availed 

mself of the constitutional privilege against self-incrimination. 

Fred W. Knecht and Tlarry L. Colton were respectively construction 

st examiner and chief underwriter in the Grand Rapids, Mich., 

HLA office. They were also partners in an architectural firm which 

afted ans later submitted to FHA for approval On at least one 

een mn they induced an architect, who had not drafted the plans, 

LO n then plans so that they could, as FH \ officials, approve the 

plans Knecht and Colton received over $20,000 from their arehi- 

tectural firm while emploved by FHA 
Joyce A. Schnackenherg was FUA State director at Grand Rapids 

His brother, Rex, and Fay West were partners in several building 

companies which received FHA commitments from the FHA Grand 

Rap ls office Schnackenbereg induced two FHA emplovees to do 

accounting and secretarial work for those companies. There was 


rn ( 


evidence that he rec eived funds from those companies, When asked 
the relat onship between Fay West and himself, Schnackenberg 
availed himself of the privilege against self-inerimination 

Il igh Askew indicates a different and unrelated aspect of the integ- 
rity of FHA employees in his collection of political contributions from 
FHA employees. Askew was employed by the FHA in 1934 and, 
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when he resigned on March 1, 1954, was Assistant Commissioner in 
charge of field operations. 

Askew was the FHA Oklahoma State director from May 1. 1946, 
to July 1, 1947. Oklahoma was then divided into two districws and 
until July 1, 1952, he was district director for the distriet with head 
quarters in Oklahoma City. With the help of John F. Prati, +h 
assistant director, Askew sold tickets to the annual Jaeksors Day 
dinners to FHA employe es in that FHA office on behalf of the ly emo- 
cratic Central Committee In files in his office were lists Of, those 
employee s who had made contributions as well as those who h sl hot, 
Askew could give no reason for listing those noncontributors')r for 
recording the reason for their refusals, such as putting down Opposite 


one name, “Don’t owe Dem anvthing 


Askew admitted CLViIng sales talks to employees Lo maha such 
contributions, which he considered comparable to raising luifis lor 


the Red Cross, Mareh of Dimes, and the Shrine. -This «4nduet 
appears to be inconsistent with the purposes oO the Hateh Ac 

Many honest FEA emplovees appear lo have been aware sof the 
prevailing shady practices, but felt they could do nothing a¥put it 
Some felt they had to keep quiet to kee p their jobs Ther*: wert 
however, some Courageous employees who re fused to £o alot: with 
improper practices and preferred to resign in protest. Wijjam | 
Byrne and Howard B. Jarrell are two employe s who stood |%¢ thei 
principles and were forced to leave their jobs. 


William Tf Byrne was employed bv the FHA in 1938 \\ hen he 


resioned on Mareh 1, 1947, a was chief mortgage-credit exa gner of 
the Chicago oflice Byrne had disapproved the credit resp nibility 
of Axel Lonquist, Sponsol of the Frank-Lon Homes, In prosect, on 
the basis of insufficient working capital. Byrne thereupon ;«ceived 


a memorandum from his immediate superior, Carl A. Jackson, chief 


underwriter, that in part states: 


ct tha oO roe i ( ( 4 
v ( \ 
ll } i ut te ( i ( t 
\ 
; a 
Byrne refused to comply with the directive and he resigne. The 
application was approved, but the sponsor did have tinat ul dill 
ulties and was not able to himself complete the project 


Howard R. Jarrell was chief underwriter in the Oklahonga ¢ 


HA office from November 1945 until February 1947 In | ( 4 
1945 Zone Commissioner Frederick A. Van Patten told Jarrell that 
he was too “tioht’’ in his work and that he must raise cost Simates 
in order to cultivate good public relations with builders an mort 
gvagees. Jarrell objected to doing so without written inst;actions 
but Van Patten refused to put his request in writing 

Jarrell also testified that as chief underwriter he had aut!@rity to 
raise OPA ceiling sales prices on homes by 5 percent if in his #cretion 
conditions warranted if Huech Askew directed him to ad& this 5 


percent in all cases, but Jarrell refused. 

Jarrell’s testimony further indicates that the measure of, suecess 
in the Oklahoma City office was the volume of business done ivith the 
builders and that there was a great relaxation of the re quire 3 its and 
regulations. The constant pressure and demands for variances in the 
interpretation of underwriting instructions so impaired yiarrell’s 


4349, only. 


¥ 
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health that his physician advised him to resign. Jarrell went on sick 
leave without pay in February 1947 and finally resigned in Novembet 
1947. He had since returned to FHA 


FHA NONFEASANCH 


Burton C. Bovard, FHA General Counsel from 1940 through April 
1954, in his testimony before this committee, helped materially to put 
in proper perspective FHA’s administration of the housing program 
Bovard was employed by FHA in 1934 as an administrative assistant 
Shortly thereafter he became an attorney in the Legal Division, then 
was made Assistant General Counsel, and in 1940 was appointed 
General Counsel. Bovard was legal adviser for a $34 billion housing 
and home-repair program. The testimony shows that he is an honest 
man and no contrary inference is here intended. His testimony (at our 
June hearing, but not at the earlier hearing in April) was frank and 
not evasive Nevertheless he exhibited an inability to cope with the 
important problems raised under the National Housing Act and its 
administration 

The charter of every section 608 corporation, the forms for which 
were prepared under the supervision of the FHA General Counsel, 
prohibited the payment of dividends, except out of earnings, without 
the consent of the FHA Commissioner. This safeguard was adopted 
following express statutory authorization. Had it been followed the 
windfall frauds could not have happened 
Sovard was asked in the public hearings 


How all these corporations could distribute these \ ifa | lends, w 
the ¢ nt of the Federal Housing Commissioner en the articles of rpo 
nd the law required the Housing Commis rs consent to the pay 

those dividends? 


FH A’s General Counsel for 14 vears replied 


It would be violating the charter if they did it, I would think 


sovard acknowledged that FHA had the power to and did requir 
these « orporations to file annual audits with FHA He acknow ledged 
that most of the corporations did so and that ‘ver likely” thes 
audits disclosed the distributions of windfall dividends. Our examina- 
tion reveals that they in fact did so. Bovard testified that he knew 
nothing about the audit reports or the dividend distributions, Th 
did not recall any of the Commissioners ever asking for his opinion 
as to whether they co ild permit these dividends When asked if he 
knew that these dividends were being distributed, he replied, “IT did 


hol When asked if they k: pl that fact from him, he rephed, “they 
probably didn’t know it themselves.” But when he was reminded 
that they could not help but know that fact if they had read the audit 
reports, he replied, “Yes; but they didn’t read the audit reports” 
investigation hearings, June 1954, p. 294 

2 


Jovard was then asked whether he would have advised against it, 
il Powell had asked him for an Opinion as to whether these dividends 
could properly be declared He replied: 


Why of course We would have advised against anv violation of the charter 
" I know, however a lividends I think there is a requirement in there 
that divide d 


pp 294 IOS 


sean only be paid out of earnings (investigation hearings June 1954 





~ 
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The files of FHA today contain literally thousands of audté reports 


submitted by sponsors of section 608 corporations. Th: *‘filing”’ 
stamps on these re ports shows that they were filed annualiy. jrom the 
inception of each project. The reports in most of the case an which 


there have been windfall distributions clearly disclose the :jayment 
of those dividends. A failure to have known that such distibutions 
were unlawfully taking place could only have resulted from «:*ailure to 
have even perused those financial statements. 4 

As General Counsel, Bovard was responsible for the iny dstiga tive 
staff of FHA. He admitted that reports of gambling by Péwell had 
come to his attention, and that he failed to ask the FBI to mvestigate 
these charges, although he conceded that it was the functt+n of the 
FBI to investigate charges of irregularities against Government 
officials. He testified, with respect to those charges againfi Powell, 


that : 

‘ 
if it was a charge relating to an irregularity, the FHA should investigate for pur 
poses of administrative action, and it is only if the charge indicated iOlation of 
a criminal law, as I understand it, that it would be turned over to [the FBI 


When asked if he did not consider the fact that a man on 4 felatively 
modest salary was able to lose large sums of money gambling would 
indicate a possible violation that the FBI should investigate, he 
replied, “I don’t think that gambling would be a crime.’ » When his 
attention was again called to the possibility that a crime might be 
inferred from the fact that Powell had the funds to lose thousands of 
dollars gambling, Bovard replied, “I don’t think that would be a crime 
either” (investigation hearings, June 1954, p. 280) ’ 

There is discussed elsewhere in this report the prob lems inherent in 
having virtually encouraged builders to file false estimatys in their 
applications. This resulted from a legal opinion by Bovardithat such 
false statements did not constitute a criminal offense 

This question first arose in 1951, when the United States attorney 
at New Orleans communicated with the Attorney General, up peerents 
intending criminal prosecution in connection with misstatements in 
the applic ation on one of the Shelby Construction Co. projects. The 
Attorney General wrote Bovard with respect to allegedly false state- 
ments given in that application concerning architect’s fees. On 
August 14, 1951, Bovard wrote Attorney General J. Howard Me- 
Grath a letter which is, in part, as follows: 


Our files indicate that as far as this Administration can determine the require- 
ments of this Administration have been met, or at least we find no evidence of 
violation of our requirements nor any evidence indicating any fraud ““gainst the 
United States in connection therewith \s you know, the determinations ma 
by this Administration with respect to the maximum insurable morgage must 


necessarily be based upon estimates 


At our hearings Bovard was asked whether it would be ® criminal 
offense for a sponsor to estimate architect’s fees at 5 pereent in his 
application, ‘if in advance of filing the application the spansor knew 
that his architect’s fee was only to be a half of 1 percent . Bovard 
replied, ‘I don’t think it would be a misrepresentation at sil.”’ 

On April 30, 1951, Bovard again wrote the Attorney General with 
respect to a prospective prosecution concerning the Joseph B. Wil- 
liams, Inc., project in Newberry, 5S. C. Bovard then wrare that he 
was informed that the United States attorney proposed jrosecution 
under the “specific” provision of section 1010 (the special: provision 
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iwainst filing false statements with FHA and that therefore he 
i mee HA would be expected to take some further action in 
to the matte Bovard advised the \ttorney General that 
oO 1 er investigation was necessary because it was clear there had 
vere »criumn offense, Hlis letter is, in part, as follows 
i e based upon the Ol i false 
! il \ 
au i 
RHA i t » | : rt ore ‘ hya 
PITA e | | 
( t ‘ t Co i t ( } 
; | ‘ ( 
i 1 ( 1 
‘ a} 
' ’ ‘ q ' : { 
( Attorney General apparently had not asker for Bovard’s 
opinion, but his letter concluded by saving that, while it was not his 
| rpo to discourage prosecutor he if I compelled to point out that 
tf could ot be established that anv ‘“‘side agreement’’ with respect 
tH project which was not disclosed to FHA, could have any bear- 


KH \’s determination 
\ , ilsar letter Wils written by Bovard to the Attorney General on 
me of the Warner-Kanter projects in St. Louis 


‘| he view takeh DY KH \ with respect to the prosecution ol persons 


1! “aise application S was expressed Lo this cotlnmmittee, Dy Warren 
Cine I} \ssistant Attorney General in charge of the Criminal 
1) on, as follows 

{ a] 
( Os FHA 
( i i ia 1 
i.\ { 
at . 
\noad 1 ~ 
) J ( { ( 
x , | I ( ‘ ‘ lefra 
KH ( i 
i ( ‘ \ 
] i 1 \ \p 1954 
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\ { act of FHA staff indifference occurred April 12, 1954 Mhe 
President that dav ordered all FHA files impounded. William F 
\ieKenna had beer ippomted Deputy Housing and Home Finance 
LCI nistrator to investigate tl KH program \ieKenna testified 
that on April 12 he read the President’s order to the Deputy FHA 
Commissioner Greene in the presence of Howard M, Murphy, FHA 
\ssociate General Counsel; that the order required all field directors 
to be notified tha the President bad impounded the files; and that 
Murphy there Ipon advised that 


\! ( ror f ’ ty na for yy teleocrams he nt out it 


| 1] \ had wnored thre congressional suggestion for controlling 
aqividcena it had flouted the congressional mandate with respect to 





appraisals beme based on “‘actual costs of efficien i> ung opera- 
tions,’”’ it had denied the Attorney General the opporti v to prose- 
cute the filing of false applicat ons, and its Assistant G ‘al Counsel 
questioned the President’s authority to in poun ItS Ties This is 
bureaucracy at its worst 

rH DECEIVED CONGRI 


On July 29, 1949, Franklin D. Richards, FHA Com sioner, and 


Clyde L. Powell, Assistant Commissioner, testified bet this com- 
mittee In the light of subsequent information now ] licly avail- 
able, their Lestimony Was certainly hh sleading Wi quefe pertinent 


portions from the transcript 
Senator LON I se his also has do i ure Ane ‘ 1 
m the appraise 


ACQGUISILION ¢ 


hat tl rice of leveloped la 2 Ta a 1d 
for 1 For exa f I LSE ( ‘ i 
of vacant property developed but not where he ts, if id b at rela 
cheap, say $1,000 an acre, and I dev ed | 
look at the de velop 1eost which 1 eso.000 a iC 
I paid for it, I take i 
Mr. Rrcuarps. I would like to ask Mr. Powell tot i pecifical 
But let me sav this, of cou t s ili land ! 
ire ce velop Lis w 1 \ eall ill ra l 
( rie tO put streets il ew ‘ 1 
So our value is based up und read I \\ 
at? 
\MIr. Powt You explained pre \I \ \\ 
( l JOinNg ? { p ( e la 1 ‘ 
able in a multifamily rental housing projec mig ave to hay reets pa i 
the outside; we might have to bi ipa ! ut ‘ and 
to permit it to be used 
Senator Lona. To make it ready for e Yo 1 per 1 cost it f 


alue of the seetion 608 project 


Mr. Powe. Yes 

The testimony shows it was quite routine for FHA to value land at 
2, 3, or 4 times, and frequently far more, the actual market price, plus 
the cost of utilities. 








Senator Lona. Of course tis a | Was g ya I i 
seen a contractor vet who staved in business over a long period time and got 
to be very successful bidding on a job but what if he performs isually man 
ages to get that building up in a little less than the estimated 1 there a 
little saving produced there ISUALLN I mean it is a general } ctice al ny 
contractors Some might run over it 

Mr. RicHarps. However, we have a large \ ‘ ine i know, and 
maintain cost estimators and analysts in each of our offices; and tf their duty 
and responsibility exclusively to be in the field and check these costs all the time 

Now, as you indicated, a very successful contractor kno he operate his 
business on a basis where he does not lose mone) The actual ee of construe- 
tion, ineluding these items that vou have mentioned hers ary [rol builder to 
builder 

| suppose if you took 10 b lilders in New Orleans or anv other ¢ who would 
produce exactly the same structure, you would find it would cost each one of them 
something different so we try to get what we estimate would be the cost to the 
typical huilder, not to the very mos fic ent or not the poorest b ider, but the 


typical builder. 

That testimony was given 2 years after Congress had amended the 
law to require that estimates be based on the actual costs of “efficient 
building operations.”’ 
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Senator Lona. * I have a friend who constructed one of these section 608 
project vho told me that he anaged to construct his project for 70 percent of 
t i 1 ¢ 

I lyo be wit his particular person who made that statement to 

| pre fficier ilde I have ever know Phe 
ri i i ha oO ) l the pulld HDusine tha 
4 and i onrtne , 
i { ) ( ( ( l type ! id ) 
i i U per ) © ¢ i 1 

I ? | 

Ir. R R Id 

| I | 1 Of i | i i 
| \\ i i the - etar ( la 
i i t } If Loe ( 
‘ 1 t i } 

\ t ut und i al 
i 1 ‘ t { 
i ia i () { re ul ( 


) J 
* . * 
senator Lone again raised the point Ot excessive valuations: 
- Lon | t ) i ( i \ I 1 i 
i i ( t 
| cA ( i 1 ( 
| ‘ ’ yuld ac ’ 
{ 
| 
1 
~ B 
I 


| nally sFenAatol One aAacgaAIN as ced the question 


i h actual costs were 50 percent 
li than the FHA estimates of cost That testimony occurred July 
9, 1949, Powell apparently willfully, then deceived this committee 
On July 1, 1949, Lester H. Thompson, FHA Comptroller, sent Powell 


s record shows many Ls¢ In wht 


l morandul that the recently filed first annual statement of 
Elisabeth Apartments, Inc., disclosed a dividend of $550,000 in the 
rst veal The memorandum observes that the charter prov ides that 
dividends ‘can onl be paid out of net earnings’ and that ‘“‘the 


maximum amount permitted by the charter was $35,494.24.” This 
$550.000 dividend was a windfall distribution out of the mortgage 
proceeds of a $4,467,100 mortgage 

On Julv 27, 1949, 2 days before testifving before this committee 
Powell wrote the President of that corporation: 


In 1 ew e certified public accountar audit report covering the above 
col ration for its fiseal vear ended April 30, 1949, we note that dividends in the 
nt int of $550,005 were paid, whereas the net earnings, after making provision 
for red amor i n and dep to the reserve for replacements of the 


opinion, permissible dividends 








Gergen 
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Subsequently, Powell wrote the corporation approving the dividend 
payment Che FHA’s then General Counsel has testified such divi- 
dends were unlawful Every section 60S corporation was thus 
limited as to dividends and each was required to file simila nua 
statements These statements, still availab 1 FHA files, consist 
ently dis iose the payment »f the dividend It s not possib that 
Powell did not know of thi vindtiall profit hen he thet 


before this comm 


MWLLuUSUI \ ( \ at I ( { ) 
CONSISTC re t | } Or +} 
ho) st il | ie) ( KLUSLI | l ra) 
repre qd ( Le l ; } 
Wroneago Lt ( quel ) I ( 
of their expert LOW Ledge 

The WLauUus ISSOCLUALLOI t oO! 
efforts of this comn ex o auds. 1 
FiIVINE us hye ( ead SU] ) | 2 
help clean up a bad s | asceinta ia 
themse| ‘ stil he a < yilous 

DIN ND 


the m s for tl rhe 5 | ( eul 3 
com ttec \ \p } ‘ } tk Cy 1] 
pre s1en oO} ( HT | \ ( tio ! S h . | 
statements even. befe q } S ( 
\\ : 
I i I i \ 
I \ 
() 
Che W H | i 
HT 
{ i I 
1c ’ H 


his reference to these hearings as a ‘‘cireus’’ may indicate the vi 
of the Home Builders Association, but we do not believe th: 
American peopl regard the pertormance as in any way resemobDill 


the frivolity of a eircus 

Following the lead of its parent organization and not Lmpressead DY 
the previously exposed revelations, Arthur ¢ Wright pr sident 
Home Builders Institute of Los Angeles, made the following publi 
statement coineident with he committee s hearin hn that 


mepte mober: 
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i ired ‘ 1 ul parties ted for provisions iki po le the 

( dfall 1 fits) ( ? i ) nnectle wit! ef incing 
j f a 1 } ‘ r ro\ rr)¢ 1 
{ ( ent ( irged i i bye piaced on the build J 
( ind « e ( est of ] deral Gaovernme he i irp 
ta rela ‘ I ta I contrat 

, eT ha Ivna row ntr there , 
i ( dq | t (;overl ( t i 1 the } ’ j = 
| sutfer if re ( ducted aga t those ho did t : 

( i 1} i 1o1 | ( e of the | s hortage 

‘ i } Septeml 1; pp 1597, 1598 


This statement presents the pre a views of some builders who 


have testified before this committe These builders repeatedly tell 
us that its prospe rity Is so essenth iad 1 o th prosperity of the whole 
country that it must be kept operating full scale at all costs. They 


seem to feel that the Government must subsidize their industry to 
whatever extent is necessary to accomplish that objective; although 
thev would never admit that it was a subsidy 

These buil lers have told the committer that the countrys just will 
not get rental housing unless builders are free to make a full fair 
construction “profit” out of the project ’s mortgage proceeds and still 
own the property without any substantial permanent investment. 
They warn us that in their opinion unless such profits are available 


from the mortgage money rental housing just will not be built. This 
means a mortgage in excess of 100 - recent of their actual costs. And 
their practice in some cases seems to be to take this profit only on a 
basis that permits hee to avoid atte normal income taxes on what 
they eall their profit. suilders of this point of view are generally 


unwilling to invest their own capital, other than to make loans to the 
project after repayment is assured by a Government-guaranteed 
mortgage. This is a great disappointment to a committee whose 
members believe so completely in private enterprise. It is also an 
unwarranted indictment of those builders who have operated within 
the spirit and letter of the law and who don’t share this view. 

The Mortgage Bankers Association’s views closely pare allel those 
of the Home Builders Association. At the outset of this investigation, 
William A. Clarke, president of the Mortgage Bankers Association, 
issued a press release which is in part: 

* The forced resignation of Guy T, O. Hollyday as Commissioner of t] 
Federal Housing Administration is unwise and unjust. In Mr. Hollyday’s 
mation, the Administration and the entire country have suffered a great 





In our opinion, Mr. Hollydavy’s resignation has been forced, not because of any 
indifference to abuses of the FHA svstem, even though that is the announced 

Asol We wonder whether the real motive behind this summary firing is the 
fact that Mr. Hollyday is known to have opposed the administration’s plan to 
transfer from the FHA to the Housing and Home Finance Agency the authority 
and the ‘ responsibility placed by the vongress with FHA, * * #* : 

Mr. Hollyday’s summary dismissal will be regretted by everyone who knows him, 
knows What he stands for, and knows what ne has endeavored to accomplish for 
the Administration It is a blow to good government and to the cause of enlisting 
intelligent and honest people in the Government * * (Housing Act hearings, 
April 1954, p. 1491 


The mortgage bankers did not wait for the facts and impugned 
false motives to the President for discharging Hollyday. Yet subse- 
quent disclosures revealed that Hollyday permitted Powell to resign, 
and personally sent him a laudatory letter, with knowledge of at least 
some of Powell’s inequities. 


~~ 
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In the course of its own investigation FEA sent a questionnaire t 
all section 608 sponsors asking for their construction costs. In June 
1954 Samuel E. Neel, general counsel, Mortgage Bankers Association 
of America, wrote to each member of the association suggesting that 
he not answer the questionnaire. The letter is printed in the 
hearings at page 3498 

Although he quotes from the charter of every 608 corporation that 


the corporation shall give specific answet to FHA) to questions upon which 
information is desired from time to time relative t ‘ ome, assets, * * * and 
anv other information with respect to the corporation or its property whi may 


be requested 


Neel doubted that FHA had the authority to ask for that information. 

The letter had its effect on the answers to the FHA questionnaires 
to section 608 sponsor corporations A total of 6,438 questionnaires 
were sent out but only 1,261 were returned completed with the required 
information. 

As in the ease of the home builders, the rep itable members of the 
Mortgage Bankers Association are put in the position of protecting 
those of its members who have been cruilty ol sharp practices Why 
should any honest builder be unwilling to tell his Government the 
actual cost of his Government-financed proje« 


CONGRESS WAS MISLED BY TH INDUS ¥ 


The section 608 multifamily housing prog extended over a 


period OL s Vears during W h ( h man p ib] Cc he aring’s were hue ld pbetore 


ad btil 


this committee on that act These heat nos reveal that Government 
and housing industry witnesses were unanimous in their praise of 
this program and concealed from the committee abuses this prow 
When witnesses were questioned as to the possibility of unwarranted 
profits, th \ promptly assured tl committee that re could be no 
wrongdoing or irregularities In the seetion 60S program lL nfo 
ately, the committee and the Congres n the integrity, hor 
and judgment ol hese respons ble representatives Of thy 
building and financing industries who testi fore this con : 
Rodney M. Lockwood president Ob the National A { 
Home Builders fied before the commit on J; 
Even in 1950, wl the knowledge of windfall profits appears to | 
been widely known in the lustrv, Loekv denied that | \ 
mortgages evel xceed 100 perce OL cost LI i\ 


ter ( es 
Mr. 1 ) | 
is one ) i | 
talke abo 
the Duile ‘ 
rf » | 
tru I ive i 1 
penator Si I I 
cases ca Pi ut te | oe 7 | 
members ) i | 
themselves tha ( had ¢g ( OO ( | - 
rectly I wo i pDOSItIVeL\ | i [1 ( t a) i I rid ( 


of a case where a Ider friend of ha otte 20 
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t nat tha atement 

! b it the FHA would be 

Y Hearing on 8S. 2246, January, 17, 1950, p. 206.) 
nis mvestication has revealed many cases where the mortgage 
proceeds have exceeded | 2) pe rent of the COSTS. In Te L, there are 
150 percent and 140 percent 


Ci ( vhere the mortgage proceeds were 
of the actual costs. The existence of windfall prolits Was not Just 
“barroom talk’’ as this housing expert led the committee to believe. 
my ‘ ] ] ] : 
i ihe National Association. of HlHome Builders IS SLI MamtlamninMe an 
ostrici e attitude 
\ il sume he il Will Ih) \ Clal WHO ho presi lent ol 
NI e Banl Assi n, testified bef this committes 
ihe 
\ I OOS irea 
\ 
| 
( ( id 
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PART IV. THE FRAUDS AND FHA MALADMINISTRATION 


Other sections of this report deal with specific cases in which FHA 


( 
improperly administered the Housing Act. Here we point out some 
of the general abuses of the housing program Tound DY our investi- 
vation to have existed 
Section A. AppiicatTions ror FHA CommitMent 
Che point ol beginning ior any section 6US commitment was the 
(pplication for Mortea Insurance We é « a ssed 


the extent to which FHA permitted builder to nel ntruthful 
Statements 1n these applicatior S We mw sho the extent wt 
the HLA frauds could not have OCC) red ad honest nswers b 
required to the questions in those applicatior The 
many builders made no effort to make hor 


] ° , 
applications 1s shown 1n the testimony of Herbert DuBois. a Phila- 


iil 
l 


delphia lawyer turned builder, who testiied 


Phe ni ul i Cf Ay | 


When asked, “Are you saying, Mr. DuBo 


to FHA was not even intended to reflect O Owl stimate ot ¢ { 
but is intended mere!l to be tl I a bp tat 
rhe replied t 1s ibs lite Col cl 
Many build 1 that tl a I rhe pl - 
tions p enared I nen hy OT ly ) q 
Joseph J 6 ne ponsor otf a t1¢ HOS ro t \ | Vv 
wl h Late 1} mw fall t¢ ( } } ( ( 3 filles rit 
nis aft pir LLIO! \ he consul I I Wh ¢ 5 
When : dif he had ever signed appl ns Kk, he lied 
: 1 
t } 
1954 p. 3039 
Sidney Sarner, sponsor of another New Jersey project with a $2.5 
million windfall replied, ‘No, sir,’ when he was asked if he had filed 
an application for a loan hen he continued 
' 
| i i ( i D- 
} 9 RHA 1 ‘ it 
Ci ) \ ] ire ¢ ( i i ' 
i \\ 9 i ul i f 
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a tyvpe of project nvestivgation hearing Jul 1954, p. 444 


The quoted testimony of Sarner was taken in executive session and 
made publie by direction of this committee after Sarner had availed 
himself of the privilege against self-incrimination when called to tes- 
tify at a public hearing. Sarner’s testimony would indicate an objec- 
tive of obtaining a mortgage for as large an amount as possible and 
building the structure for as small an amount as possible; with but 
little, if any, relationship between the two. Greater integrity would 
have accompanied the housing program had builders seeking mort- 
gage commitments been compelled to give their own best estimate of 
their anticipated costs. 

The application was a detailed t-page, legal-size paper, docu- 
ment. On the theory now advanced by FHA it should have been 
sufficient for the builder merely to have written a letter to FHA ad- 
vising it of the amount of the mortgage he desired. 

In the Parkchester case, involving a windfall of about $2.5 million 
and which is now in process of foreclosure, the application for mortgage 
insurance was filed 2 days after the purchase of the land on which the 
project was built. The land was located on the outskirts of New 
Orleans and did not have any peculiar characteristics. The seller was 
himself an astute lawyer turned builder who had successfully sponsored 
other section 608 projects. The purchase price, in that arm’s length 
transaction, was $232,759 and would seem to be the best estimate 
of the market value of the property. Yet the application to FHA, 
filed only 2 days after the purchase of the property, estimated its 
value at $1,123,000 

The Cafritz application on Parklands Manor valued land at $20,000 


an acre which had been purchased for $690 an aere That valuation 
Was Tore than SIX times the valuation placed upon the land a ev 
vears earlier by the Internal Revenue Service in connection with a gift 
of the property by Catritz And at the time « the @ Cafritz had 
tated in his gift-tax return that its value was still only $690 an acre. 
Pursuant to the statutory requirement that sponsors show equity 
equal to 10 percent ol the estimated co t. to application had to show 
the character and extent of the equity to be furnished. In the Shirley 
1) IX tsk which is an example Of almost every thing adone wrone in 
the seetion 608 program, thre land was shown as a part of the equity 
to be advanced bv the Sponsors The application estimated the value 
of the land at $508,220 and stated that equity im that amount was 
thereby being contributed by the proposed stockholders. Testimony 
before tl is committee shows, hu ever, that at the time that applica 
tion was filed the sponsors had merely an option to purchase the land 
for S17S,000 Furthermore, a contract between the Sponsors and 
Investors Diversified Services provided that IDS would finance the 


acquisition of the land for which it would be reimbursed out of the 


proceeds of the mortgage Not only was the land paid for out of the 
mortgage proceeds, but the agreement with IDS to do so was made 
before the application was filed. The application estimated the value 
of the land at three times the market price fixed by the sale and was 
wholly false to the extent that it indicated that any part of the land 
was being supplied as equity 

The testimony is further that FHA advised these sponsors that their 
applications did not show sufficient equity contributions. They 








paamernaet, 
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therefore amended the applications to include N. J. Sonnenblick as a 
sponsor and stated that he would contribute several hundred thousand 
dollars as equity. Sonnenblick testified that this was all without his 
knowledge or approval. 

The estimated cost of the Shirley-Duke project was $15.3 million. 
This should have required equity of $1.5 million. Yet the only 
equity ever advanced by the sponsors was $6,000 (and they immedi- 
ately put themselves on the payroll at $60,000 a year.) 

It is not conceivable that any intelligent FHA employee could « 
would have issued the Shirley-Duke commitment if the FHA files 
had contained an application stating the true facts with respect to 
the proposed financing of that project. Yet FHA has taken the 
position that the statements in the application were of no concern 
to it. Ironically these sponsors estimated the cost at a little over 
$15 million and FHA made substantially the same estimate. The 
actual cost, including interest on all construction funds advanced, 
but not including the profits or fees paid to LDS, was a little over 
$10 million. 

Although FHA says that it ignored the figures in the applications, 
these builders and FHA were each off more than 30 percent in this 
estimate. 

The ap] plication for Essex House in Indianapolis, by the Warner- 
Kanter Co., similarly misstated known facts with respect to the land, 
Correspondence produced at the hearing shows that from its incep- 
tion those sponsors planned to have outside builders advance the 
money for the purchase of the land and receive preferred stock for 
that advance which would be redeemed out of the proceeds of the 
mortgage. The land was in fact paid for by issuance of preferred 
stock which was redeemed out of mortgage proceeds, vet the applica- 
tion showed it as an equity contribution. That application also 
estimated architect’s fees very substantially higher than those pro- 
vided for in an agreement with the architect made before the applica- 
tion was filed. These statements in the application cannot be said 
to have been made in good faith when the application was filed. In 
the final agreement FHA officials were apprised of the facts but did 
not raise any objection and issued the commitment. 

These sponsors were also the subject of correspondence between the 
Attorney General and Bovard (FHA General Counsel) with respect 
to a contract between the sponsors and the builders not disclosed to 
FHA, which was substituted for the contract between them filed 
with FHA for the construction of a section 608 project in St. Louis. 
The undisclosed contract was for $100,000 less than the disclosed 
contract. As previously noted, Bovard advised the Attorney Gen- 
eral that criminal action could not be taken. 

We are not unmindful of the fact that honest opinions may differ 
as to the estimated, or the fair market, value of real estate. But it 
is difficult to understand a valuation 3, 4, and even 5 times or more 
the purchase price in a recent arms-length transaction between 
competent businessmen. While FHA valuations were never exac ‘tly 
the same as the builder’s estimates, by coincidence they were generally 
quite close to the estimate of the builder even when that estimate was 
several times the purchase price. 

The misstatement of architects’ fees in FHA applications has been 
widely known for some time. FHA made it known that it would 






































~ l l é 
AliOW A » Derecent architects fee In every case no Matter what the 


architect s fee was in fact Five percent Is a normal a chitect’s ree 
fora normal building. But many FHA projects were of th “oarden 
tvpe, col til ota rei number of s i buildings The Shirley 
Duke project meludes 200 buildines averagin ll apartments eacl 
Mhis is similar to the situation in most of the larg section 608 projects 
Mh arawin ana plans lor one buildu ) antially iccomplished 
t| ( Nwin ot the plans and specifi AlLIONS IO! all ol the buildings Lh) 
t| proreect In these ( cumstances it . understandable that 
architects would undertake such projects for fees of 1 percent and 
even one half of | percent The he irine’s di clos many cases in which 
th uulder estimated architects’ fees at 5 percent al hougl he hac 
pl vuusly made a firm contract with an architect at a very sub 
} ily lows sun 
I") are tl principal resp 3 in which huilders gave ina curate 
O! rit thf statements in thei HA applications. Ona less f1 quent 
vasis there are a long list of other misrepresentations made to FHA 
tO mm t the statutory 1 quirement tl il & Sponso! furnish 


10 percent ¢ juitV either 1h property, cash, or services We think the 


materiality of the statements contained in these applications 1s shown 
bv the mere fact tha each applicant was ireful to make certain that 
his application met the statutory test for CQUILTY capital 


Section B. Appratsats By FHA 


Liberality, and perhaps laxity, in FHA appraisals is the other side 
of the coin to misstatements in the sponsors’ applications We can 
understand how a sponsor might estimate the value Ol land at several 
times the price at which he recently purchased that land from a sane 
ana ntelligent seller when ho penalty was imposed for doing so 
but it is not as easy to understand the FHA appraiser intelligently 
reaching approximately the same excessive estimate 

Powell testified before this committee in 1949, accompanied by 
Bovard and Richards, that it was impossible for FHA cost estimates 
to be as much as 30 percent ofl Nevertheless many of them were 
off by that much and more. Curt C. Mack, Assistant FHA Com- 
missioner in charge of Underwriting from 1943 through 1954, testified 
at our public hearings When he was asked if they ever checked the 
actual costs of these projects to determine the accuracy of their esti- 
mates he r¢ plied: 


We ti 1 to Phe i rit offices, « llrector Was & ember of the chartered 
col ut | ict, he was a direc i ( re} re sent not only ) 
Wa L believe ve I il Hous 1) t.] did n 
f I ( I ced Al i ( re 
oO I ities ( vd ( ove! e area ch the proper 
W i { \\ 1 the i | r purposes ¢ ( ek opera g 
exp and the accuracy of the nvestigation hearir October 1954, p. 3487 


Following that response the following questions were asked Mack, 
to which he gave these answers: 


en te 
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The evidence received durin Lhis investigation Warrants the col 
clusion that in its eagerness to satis Duiders Who were int ( 
sponsoring multiunit housing projects, FILA quently es 
costs at whatever it tho Was SSiul ) { I ( 
of those builders 

It does not seem possib] it FHA co mators co 
they conscientiously discharged then ( ) Dilit 1) 1 off () 
to 40 percent in so man cases, as has been disclose¢ 
tigatior It IS natural oO usstme tha Live norm co | t| \ 
esti t nicht be high in sor eas al iow in other cases But w 
find builders who sponsored 10, and even up to 25, projects v 5 
mates were diivays on th th} 1 SIC ind whose estima 3 i | 
high as 20 percent above actu costs | neonsistent I I 
premist that in the normal process of estimat that the esti 

SECTION ( RELA SAl S AND P OMOTIO* 

The Federal Housing Administration apparently onsidert il 

obligated a ell’ the section SOUS progrTal T e coma 


heard testimony irom builders that meetings were ¢ illed 8) RELA 


officials to persuade builders of the great benefits of the seetion 608 
program. Builders were encouraged to inflate their estimates of costs 
FHA made it known that an architect’s fee of 5 percent would be al 
lowed reevardless of what was in fact the architect’s fee Builders were 
were told that these projects could be constructed with little or none 


of their owh money 

A Los Angeles builder, Arthur B. Weber, told the committee that 
he was invited to an FHA meeting at which the section 608 program 
was explained and that he was told that he ‘should wind up the proje 





without having any investment in it The extent to which the pro 
cram was “‘sold”’ is shown by its suecess in the New Orleans area wher 
there was a vreater amount of defaulted proj Ss than in any otnet 
area in the country L. J. Dumestre, FHA Louisiana State directo 
from Julv 1, 1947, to July 30, 1954, gave this expl: tion of the sal 
program: 
Firs 

adv ( I ( ) HOS Dp i | i 

sin New Orleans at were larger ft i 20 ~ \ t 

rr 1 pad ied ( Q {) i i ia 

ce ( e 1 ( i 

ot o 1 wi la ls 9 \\ . 
probably we built a little too muel Abe SOO 
on the art New Orlea a ! | i I bn) 
2 vears, and va st a 
(investigation hearings, September 1954 2016 


Under date of January 8, 1947, Franklin D. Richards, then Assistant 
FHA Commissioner, sent a memorandum to the directors of all local 
field offices urging a planned pattern for sellin 
gram. Prepared speeches were sent to the directors and a detailed 
program was included. The field directors were told when and how 
to call the conferences. They were told who to have speak, what 
each should say, and how long each speech should take. A detailed 


the section HUS pro- 
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follow-up program was given the field offices. This brochure is similar 
to those frequently sent out in connection with high-powered public- 
relations programs. The document is included in the printed hearings 
of the investigation (p. 3681). 

An address by Ward E. Cox, former FHA Assistant Commissioner, 
before the West Coast Builders Association in December 1952, further 
illustrates the extent of this sales program Cox there told the build- 
ers some of the many ways in which they could make money on 
cooperative housing projects with “no risk capital or permanent capital 
investment” and with a return of all funds that might be required to 
be advanced to the project ‘before one spade of earth is turned.” 
Cox’s speech was in part: 





Upon receipt of the Project Analy Form and the project mortgage amount 
the sponsor-builder, of course harpens up his pencil and compares his 
estimates of costs with FHA’s estimate of replacement costs and asks him- 
What’s i for me? In the first place, he may own or acquire the land and 

at a profit to the cooperative or, in the management-type projects find it 

A antageous to lease the land for 99 years at a ms: mum return of 4 percent of 
FHLA’s estimate of fair market valu He ca btain a contract to construct 
t nprovements to the land and make a profit and where the land is pur- 
chased in Tet lmpie OV The Corporation he may als contract for offsite improve- 
nat He ha oO risk capital or permanent capital investment in the project 
\ capita ibseribed by the cooperative members \ front money 
for organization, legal, architectural and other expenses and 

( returned to him or adjusted at initial clo r of the loan, if he decides to 
( h the project, and before one spade of earth is turned in construction 
occupants Of a cooperative project sis ip and make required equity 

fore construction begins, the builder not obligated to speculate on 

‘ ecupan | project a management-type cooperative and the 
qualified, he may obtain a contract to manage the project following 


One apparent result of the overzealous FHA sales program was 
undue liberality in making estimates and contracts with builders. If 
the section 608 program would not have worked out satisfactorily 
under the formulas and provisions established by the Congress, it 
was the responsibility of FHA to have so advised the Congress. But 
it was not the function of FHA to revise the statutory limitations 
according to its own conception of what was required to make the 
program work according to its Measure of success, 


Section D. Leasenoutp MorrGcacEs 


ELA pe rmitted builders to obtain FHA insured mortgages on lease- 
hold estates under circumstances that made doing so very profitable 
for builders. his practice was used extensively in New York and 
to some extent other areas, including Washington, D. C. An official 
of the Chicago FHA office, EK. Herbert Bonthron, testified that the 
only two leasehold mortgages on residential property in Chicago 
were on FHA section 608 projects. 

These ground leases were generally for 99 years at a rental based 
on 4 percent of FHA’s valuation of the property, The building con- 
structed on the property, with an FHA guaranteed mortgage, is 
necessarily security for the ground rent. A default in the ground rent 
would require the Government either to cure the default or to pur- 
chase the land to protect its guaranty of the mortgage on the building. 
Its failure to do so would permit the owner of the land, usually the 
section 608 sponsor, to acquire the building free and clear of its 


a 


FHA INVESTIGATION tl 


mortgage. ‘To thus protect itself, FHA took an option to purchase 
the land at the appraised value—frequently several times the cost 
of the property. ‘These cases put FHA in the position of having the 
equity owner of the building occupy a security position in the project 
that came ahead of the FHA insured mortgage. 

Because of the Government’s financial interest in making certain 
that there was no default in the ground rent, a mortgage on the 
land was, in fact, better secured than the FHA-insured mortgage on 
the building. Accordingly, insurance companies and banks were 
willing to make conventional mortgages at 80 percent, and even 90 
percent, of the FHA appraised value of land thus leased to a section 
608 project. These loans were generally made for long periods of 
years without any personal responsibility of the borrower to repay 
the loan. These leaseholds were so profitable because of FHA gen- 
erosity in making those appraisals. It appraised land at as much as 5 
and 6 times the promoter’s cost. In one case, Beach Haven, land 
costing less than $200,000 was appraised at $1,500,000. In the Glen 
Oaks Village case the sponsors were able to obtain a mortgage on the 
land for almost $1.5 million more than they had paid for the land. 
In the Rockaway Crest project the owner obtained a mortgage on 
the land for $1 million more than he had paid for the land. These 
lucrative mortgages were possible only because they were secured 
by leasehold agreements which the Government could not permit to 
default. No Federal income taxes were paid on those mortgage 
proceeds on the theory that they were merely loans and not income 
even though there was no personal obligation to repay the mortgage. 

The Woodner project in Washington was built on a leasehold. 
Woodner has claimed that his building costs were in excess of his 
FHA mortgage proceeds; but his mortgage on the land was substan- 
tially in excess of his cost of the land. 

The theoretical justification for permitting leasehold mortgages to 
be insured by FHA was that it reduced the capital required of a section 
608 corporation. In areas where building costs are high, such as 
New York City, it was urged that the $8,100 per unit mortgage ceiling 
would not permit the construction of rental housing if it were necessary 
for the sponsor-mortgagor corporation to acquire the land. But this 
claimed justification for leasehold mortgages does not excuse the 
inflated valuations that permitted builders to make large profits from 
mortgages on the land. This practice was particularly unfair in 
cooperative housing projects, under section 213, in which the co- 
operators did not know that the property they were purchasing 
included only the building and not the land on which it was built. 
This is another example of the way FHA interpreted the law to give 
the maximum benefit to the builders. 


Section E. Cooperative PROGRAM 


Section 213 of the Housing Act provides for FHA insured mort- 
gages on cooperative housing projects sponsored by ‘‘nonprofit’’ cor- 
porations or trusts. The committee’s investigation of the housing 
program discloses virtually no instance in which a true cooperative 
utilized this section of the act. In almost every case the project was 
built by a promoter for profit utilizing this provision of the statute, 
with its maximum 95 percent of estimated cost mortgages, because 








} 1A . ATIO 

} more prol table proy ions This Is particularly true ol the 
Ine le unl ales ho IS¢ built nde the cooperallve housing’ section 
, ‘ ict ul tr which promoters not only obt ned 95 percent 


ortgages but also had their construction advances insured by FHA 


iuished from the conventional sale house program under sec. 

) which ELA did hot insure Construction advances 
The greatest number of ‘cooperative multifamily projects con- 
ed under this “‘nonprofit’’ section were in the New York area. 
Phe in ven rally used Was tor the promoter to acquire land on which 
pro { is to be built and lease that land Lo the cooperative 
roject for a long term of vears The cooperative apartment owners 


nerally not aware of the fact that even after paying ofl the 
mortgage they would still not own the land. They never will own the 


e required forever to pay the ground rent or lose their 


\s shown n thr precedin section these leaseholds were most 


prot table lO} the promote) 


Thi plan also venerally called foi the promote to create and control 

he nonprofit cooperative corporation. That corporation was usually 
ed by nominees of the promoter. They in turn would enter 

nto a contract with the promoter’s construction company for the 
mstruction of the project Che same persons sat on both sides of 


I 
table in determining the terms and provisions of that construc- 


on contract, including the amount that the cooperative corporation 


pay the construction company \Mlore important, the contract 
eneral proy ded that the final payment was to be made LO the 
construction company when the project was approved by the cooper- 
ve corporation The promoters were careful to retain control of 


the cooperative corporation Unt aitel they had approved their own 
Chen they would permit the cooperators to elect their own 


\ most unusual use of the nonprofit cooperative section of the act 
ngle family sales houses was employed in the Los Angeles area 

Ben Weingart and Louis Boyer in projects involving $62 million 

of FHA-insured mortgages. Weingart and Bover promoted Carson 


Park Mutual Homes and Lakewood Park Mutual Homes as coopera- 
ve housing projects. Weingart made arrangements with Investors 

Diversified Services for the interim financing and thus avoided the 
tv for the individuals to advance money to start the project. 

n return, Investors Diversified Services received roughlv half the 
DD | N yminees ol Weingart and Jover were the Incorporators 
of the so-called nonprofit corporations. Thousands of homes were 
built d the profits divided between the Weingart and Bover group 
nd Investors Diversified Services. In the Carson Park project, 


VO P32. | million hh KHOA morte@ages the Weineart and Bover 
oup invested $65,000 and received profits of $1,417,321, including 


1 prol of S$118.485 on their sale of the land to the sponsoring cor- 
poration lor arranging the financing, Investors Diversified Services 
received profits of $1,056,981 in addition to normal interest on all 
oO! tt Lure t had advanced 

In the Lakewood Park project involving $30.2 million of FHA 
mortgages, the Weingart-Bover group and Investors Diversified 
Sel ces conducted i similarly profitable operation 

The Weingart-Bover group received commitments from the Long 


B vHayacent to Los Angeles ELA offic for 6.663 units to he 
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constructed under section 213. The only other section 213 commit- 
ment ever issued by that office was a project of 50 units. 

The committee heard testimony that the section 213 program was 
used in Arizona to sell houses without any downpayment on a ‘for 
profit’? sales program. Hyman Rubenstein testified that a construec- 
tion company he owned built single family houses which it sold to a 
nonprofit corporation he controlled for the amount of the FHA 
mortgage. That mortgage was 95 percent of FHA’s estimate of the 
cost. The nonprofit corporation then sold the houses without any 
downpayment. Rubenstein testified that these houses were thus sold 
for approximately $8,000 with a profit to him of $1,000 on each house. 
If FHA’s estimates were in line with Rubenstein’s actual costs, FHA 
was allowing him a 17-percent profit in a program in which FHA 
insured construction advances and virtually insured the builder 


against loss. 
Section F. Tue $5 Muiutii0on CEILING 


In passing’ the National Housing At t the Congress ine luded In sec- 
tion 608 a number of limitations on the mortgage insuring authority 
of FHA. One of these limitations, prior to 1948, was that mortgages 
could not exceed $1,800 per room. In 1948 this limitation was 
changed to $8,100 a rental unit. The Congress did not intend to 
raise the ceiling from $1,800 per room to $8,100 per room; it had in 
mind continued construction on something near the average number 
of rooms per rental unit that had previously prevailed 

FHA and the builders, however, seem to have continuously searched 
for means to stretch, evade, and get around the congressional restrie- 
tions imposed upon them They did so with respect to this ceiling 
limitation by proje ts in which SO percent, and even YU percent, of 


1 
} 
i 


the rental units were one-room efficiencies. In these projects the 
mortgage averaged close to $8,000 per room 

Another congressional limitation was that a mortgage could not 
exceed $5 million. One of the purposes Ifo! this limitation was to 
To the extent that FHA-insured mortgages aggregated as much as 
$25 million, and even more, on one project this was accomplished by 
separate mortgages of separate mortgagor corporations on different 
buildings in the project. But having separate mortgages on separate 
buildings in the same project was wholly in technical compliance with 
the statute. However, in the cases in which FHA insured more than 
one mortgage, in amounts aggregating more than $5 million, on what 
was basically one building, it was deviating from the statutory pur- 
pose expressed by the Congress 

The Claiborne Towers project on Claiborne Avenue in New Orleans, 
and the Woodner project on 16th Street in Washington, D. C. in- 
volved mortgages of more than $5 million. Most of the units in 
these 2 projects were 1-room efficiencies which may be classified as 
luxury apartments and not the middle income type of rental housing 
the act soucht to encourage. 

The Claiborne project in New Orleans was built by Shelby Con- 
struction Co., whose activities are frequently discussed in other 
sections of this report. The FHA New Orleans office refused to 
approve the project. Approval came from Washington in a& memo- 


spread the benefits of the act among the greatest number of people, 
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randum from Powell to Curt C. Mack, Chief Underwriter, advising 
that Powell’s office had approved revised plans. Eighty-six percent of 
the units in this project are 1-room efficiencies. The project is on the 
north side of Claiborne Avenue and extends for a full block from 
Canal Street to the west. A mortgage of $4.6 million is on the east 
half of the building and a mortgage of $4.6 million is on the west half 
of the building. The lobby entrance is in the center of the building. 
There are 6 elevators of which 3 are on either side of the centerline of 
the building. There are 2 heating units in the building which could 
be so utilized that each would heat half of the building. The plans 
were drawn so that a wall could be built through the center of the 
building to separate the east half from the west half and leave each as a 
complete building. However, the outer brick wall is only 1 building 
enclosing what the mortgagors pretend 1s 2 buildings. The bric ‘ks 
are laid overlapping each other and in order to separate the theoreti- 
cally two buildings by so much as one-sixteenth of an inch it would be 
necessary to cut every other brick in half. The main entrance, a large 
modernistic entrance, straddles the theoretical dividing line for the 
two projects. 

The Woodner project in Washington, D. C. is covered by a mortgage 
of $5 million on one-half of the project, and a mortgage of $4.9 million 
on the other half of the project. In this case the buildings are actually 
separated by a distance of 1 inch with a caulking compound packed 
into the separation. As in the case of the Claiborne Towners project, 
the interior halls in the Woodner project extend from building to 
building wholly as though it were one property. Common switech- 
boards serve both sections. There are separate elevators and separate 
boilers which could be used to operate separately each of the sections 
if it was desired to do so. But Woodner testified that it would not be 
economical for different owners to operate each section. 

It would never occur to even a trained inspector that either of these 
projects was composed of two separate buildings unless he were ad- 
vised of that fact and examined the plans for the theoretical dividing 
line. 

Section G. Horets UNpDER Section 608 


The rental housing program, to provide living units for returning 
veterans, was recognized by FHA as not including financial assistance 
in the construction of hotels. Yet in many instances it was not diffi- 
cult to induce FHA to permit all or a substantial part of a project 
to be turned into a hotel. The Warner-Kanter Co. built Essex House 
in Birmingham, which after completion was converted into what 
amounts toa hotel. Later Warner-Kanter obtained FHA approval to 
construct an Essex House in Indianapolis; 93 percent of the 390 units 
in that project consist of | room. Shortly after completion of the build- 
ing the sponsors told FHA that their inability to rent that project made it 
necessary that they furnish some of the apartments and later to provide 
maid service. FHA approved furnishing 150 of these units and pro- 
viding maid service. There are many similar projects throughout the 
United States. 

The Woodner project in Washington is perhaps the most glaring 
example of the use of section 608 for a hotel property. The record 
supports the conclusion that its sponsors intended to operate the 
property as a hotel from the inception of the project. 
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The plans called for stores, shops, and restaurants on the ground 
floor although the District of Columbia zoning ordinances prohibit 
such commercial use of property in that area except in hotels. The 
record contains a letter dated December 20, 1949, from A. A. Bliss 
of the legal division of Irving Trust Co., New York, the mortgagee, 
to the Woodner Co., written less than 2 months after the FHA 
commitment was issued and prior to the construction of the project, 
that is in part: 

As I understand it, you will apply for a hotel permit when the project is rea 
for occupaney, and the commercial space will not be utilized unless the hotel 
permit is issued. 

When the project was completed the District of Columbia refused 
to grant an occupancy permit unless 40 percent of the rooms were 
converted to a hotel. Woodner asked the local FHA office in Wash- 
ington for permission to do so, pointing out that he had invested 
$700,000 in the construction and furnishing of commercial facilities 
which could only be utilized, under the local zoning ordinance, in 
a hotel. The District FHA director for Wasbington refused to 
grant this permission and in June 1952 the matter was taken for 
review before the national FHA office. Franklin D. Richards was 
then FHA Commissioner and the matter was brought to his attention 
in June, although no decision was then reached. Richards resigned 
as FHA Commissioner effective June 30. On July 22, he was retained 
by Woodner in connection with this request to operate the project 
as a hotel. Richards was to be paid a retainer of $5,000 and an 
additional $5,000 if they were successful in obtaining hotel approval, 
Powell reversed the local office and granted Woodner permission to 
convert 238 units into a hotel. 

The incidents of using section 608 properties for hotel purposes, 
exceeding the statutory $5 million ceiling, and permitting a substantial 
majority of the units ina project to be 1-room efficiencies are not in 
themselves of any great importance except that they further illustrate 
the extent to which FHA sought to extend, circumvent, and evade the 
congressional purposes of the National Housing Act. On the con- 
trary, it should have been FHA’s purpose to use every effort to carry 
out the intended will of the Congress. 


Section H. DisreGarp or WAGE-RATE REQUIREMENTS 


In 1939 Congress adopted an amendment - the National Housing 
Act to insure that builders who obtained the benefits of that program 
would pay the prevailing local minimum wages, as certified by the 
Secretary of Labor. Section 212 of the act expressly provides that 
the FHA Commissioner shall not approve any application for mort- 
gage insurance under that act unless the contractor files a certificate 
that the laborers employed in the construction have been paid not less 
than the prevailing local wage rates, as determined by the Secretary 
of Labor prior to the beginning of construction. ‘The act also au- 
thorized the Commissioner to make such rules as may be necessary to 
carry out the provisions of this section. 

FHA construed the act as requiring merely that the contractor fur- 
nish it with a certificate of the payment of prevailing wage rates. It 
considered the filing of such a certificate conclusive, refused to be con- 
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PART V. ECONOMIC IMPACT ON TENANTS 


The excessive and unreasonable ‘wy lfall profits’ achieved by 
builders under the section 60S program is necessarily either at tl 
pense of the tenants renting apart nts in sue¢ projects or at the ex- 
pense ol KHA (and the Government as wuarantor of e ob tions ol 
KRHA To date the Government has sustained no actual loss on 
these properties. The losses accrued on propertirs that have de 
faulted and have been acquired by the FHA have been, or w ry 
met bv reserves of $105.2 million which FHA hes set asic ym 
Mmsurance premium receipts Tenants howevel hs Ve D yr ured 
to pay lar re sul im eXtra rent to “Hail out properties encum be red 
DV morte@ages st stantially n excess of actual costs 

Kon every hundred million dollar that ELA insu ed mort . .- 
ceed 90 percent of what would have been the estimated cos au 
KH \ estimates been based on ‘tl aetual costs of efficient b 
operations, tenants may be required lO pa S6.5 mualhon im exe sive 
rents each vear during the 30 vears of e mortea (niv competi- 
tive condition In) the rent 1 | US Oo id 1 KI “Va labl alt nate 
accommodations at ower rents will relieve thos tenants of this 
obligation 

The charter of each section OOS) corporatio permits | HA to 
approve maximum rentals FHA re tal ( i ined hadvanes 
of construction, by the FHA “project analysis” which was the b 
of the KELA commitment Lo msure the OO] rh ( Cl al W 
based upon the / é | a) What was t I 
paid ior comparable accommodations oO ) tas whieh would 
provide a return ol all Operating expenses ( hy hterest a 
amortization) and a 6% percent net retu) ( ot « Prag 

on, after an allowance of 7 percent fo ( Ss al lor other | 3 
of rental incom In actual practice the vardsti or measur h 
rents Was the ') percent net revurt O! ne estimé ( COS ( the 
property. It was actuall 1 excess Of 61) percet f the estimated 
cost due to the 7 percent vacane allowal LIke he fact that most 


section 60S projects had almost no actual 
When the actual costs were substantially han FHA’s estimate 


of costs. the rents were neverth less bas oO ( 1) ent net re Wn 


on the original FHA estimate And the ( ev Ot bas ) he 


amount of the mortgage (90 pereent ol he estimated Costs but on 
the full amount of the FHA estimate of costs | thermo i operat 
ing expenses, taxes, or other recurring items of pie e © in Sec 
to a level beyond those used in the original FHA estimat the sponsor 
could file an application for an increase in rents, which was generally 
allowed and the rents charged to tenants were turther intlated. even 
though there had already been an excessive rent tially established. 

The Shirley-Duke project was estimated to cost $15.3 million. The 
actual cost of the project was 510.8 million, exclus xr the $900,000 
promoters’ fee paid Investors Diversified Servis or $ 7 million if 


that fee is included as item of cos tiie ib schedule, approved 








LS FHA INVESTIGATION 


prior to the construction of the project, permitted the sponsors to 
charge tenants $250,000 to $325,000 a vear in excess of what would 
have been the rents had the actual, instead of estimated, costs been 
used. ‘This is in excess of $115 per apartment per vear in additional 
rent. Nevertheless, not long after completion of the project, FHA 
approved a rent increase, based on increased operating costs, of 
$89,994 a vear. 

In the Glen Oaks case, in which there was a $4.6 million ‘windfall’ 
on the FHA-insured mortgage on the building and a $1.4 million 
“windfall” on the mortgage on the land, FHA subsequently granted 
increased rentals, based on increased operating costs, of $231,681 
annually 

The table following shows section 608 projects on which ‘wind- 
falls’? were shown at the public hearings of this committee and in 
which FILA has permitted tenants to be charged increased rentals 
based on higher operating costs. 
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Re ntal increases on windfa projects (public hearings niy Continue 
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Prior to December 17, 1947, rental housing projects having insured 
mortgages of S200.000 or less were not subject to rent controls DY 
RHA, Projects in excess Of $200,000 prior to that date, and all 
projects since that date, have been subject to this control over rents 
This authority to control rents remains effective so long as the FHA- 
insured mortgage is in effect. 

As long as a shortage of rental housing exists, tenants will have 
little choice but to pay these higher rents that are due to excessive 
cost estimates. -It is difficult to estimate the amount of such excessive 
rents that are now being paid by tenants except that it is a very sub- 
stantial sum annually. It is not feasible for the HA Commissioner 
to reduce those rents (assuming he has the authority so to do) as long 
as the inflated mortgages remain unpaid. For the Commissioner to 
reduce rents below the levels required for interest and amortization 
on the inflated mortgages would only precipitate a default in the 
mortgage and require the Government to issue its bonds for the 
mortgage indebtedness, and to take over the property. If FHA is 
successful in its current action to recover windfall. projits, we assume 
that such recovery will be applied to reduce the 1aortgage indebted- 
ness and thereby reduce the necessary rents required from tenants to 
carry the property. 

Unless the carrying charges of such mortgages can be reduced, 
tenants would appear to have no relief from these excessive rentals 
until comparable housing becomes available in projects which do not 
require eXCeSssive income to cover carrying charges On exXcessi\ 


mortgages, If and when that day comes, the owners of projects on 
which the re are excessive mortgages W ill either ay require d 10O reduc eC 
their rents or will find their apartments vacant. In either event, it 


is not unlikely that projects with excessive mortgayes will then default 
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of mortgaging out 
Q eal Q or ( eH 
| { ( e tl { thre prorects Ttound ¢ the com LLe¢ 
1 ( 1! ( ee OL co is 6.7 pereent The public hearings 
| ( ) { ) ( I [ h SO.5 percent were shown to have 
I { enVCe i) Not nrore than ny additional 200 pro 
{ | | ( Of projects ealled to the ommiuttee’ itten- 
Lol nau \ Vil mie ONL ! hose eases whe e A sponsor's tota 
morte@age exe tal cost No inquiry at all was made by the 
co tte to th i ! OH. 500 propeets because we had neither 
thie ( r tl Wi ist do not know how 1 nv of these 6,300 
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PART VI. THE HOME REPAIR IMPROVEMENT PROGRAM 


Title IT of the National Housing Act, as adopted in 1934, authorized 
FHA to insure obligations of homeowners for repairs to, or moderniza- 
tion of, their homes. The program was designed to stimulate business 
in the home repair and modernization field and to permit needed re- 
pairs of homes whose owners might otherwise be unable to finance the 
work 

The program was one of guaranteeing the financing of these repairs 
lt was unrelated to protecting homeowners against the fraudulent 
schemes and practices subsequently worked upon them. Similarly 
the program was not intended to include any safeguards to insure 
idequate work or fair prices 

FHA was authorized to approve lending institutions as “approved” 
mortgagees. The only direct contract by FHA was with these ap- 
proved lending institutions. The approved mortgagees were permitted 
to approve “dealers”? whose notes they might discount under the FHA 
program. The lending institutions were required to use sound banking 
judgment and practices in selecting these dealers. Unfortunately the 
record shows that many lending institutions were extremely careless 
and negligent in the selection of dealers. This resulted in a number 
of dealers operating under the program whose practices were fraudulent 
and who, with their disreputable salesmen, ‘‘fleeced’’? thousands of 
homeowners out of hundreds of millions of dollars. 

FILA did not approve the dealers, but it adopted the practice of 
putting dealers on a “precautionary” list whenever it found their 
practices improper. Placing a dealer on the precautionary list had the 
effect of cutting off his credit. But FHA was extremely reluctant to 
take such action and it did so in only the most flagrant cases and after 
countless homeowners had been defrauded 

The frauds and rackets worked under this program reached large- 
eale proportions shortly after World War Il. They continued un- 
abated until the last vear, during which the extent of these frauds and 
rackets has been materially reduced. The decrease in the volume 
of these frauds results largely from the publicity given to the pro- 
ram Which has made homeowners more aware of the practices of 
these fraudulent salesmen and also from a tightening of the regula- 
tions by FHA following the disclosures by the President last April 
of these frauds 

Many home-repair dealers used “FHA” and “Federal Housing 
\dministration” in their advertising and sales promotion work to 
vive the impression to inarticulate people that somehow the Federal 
Government was back of the work. Many homeowners purchased 
uch work in the belief that the Federal Government, through the 
instrumentality of FHA, would somehow see to it that the work was 
rroperly performed and that the charge was fair and reasonable. It 


Intortunate that a program, designed merely to finance paper 


“9 
» 


ie 
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taken by dealers for such work, should be sold to the homeown 
protecting them in the character of the work they received 

Under this program any dealer, able to make arranvements with a 
lending institution to discount his paper, could contract with home- 


owners for such repairs On completion of the work the homeowners 
sign a “completion certifieate.”’ \lany disreputable dealers obtained 
this certificate, signed in blank, at the time the initial contract was 
signed. In other cases signing of the certificates was induced by 
false and even fraudulent misrepresentations as to its charactet 
Upon presenting that certificate to the bank the deal obtained 100 
percent of the obligation provided for by the contract. The bank 
became the owner of the paper and there was no recourse against the 


dealer. 

These obligations were negotiable instruments as to which the ban 
became a holder in due course Under the law of necotiable instru 
ments the homeowner was required to pay the bank the amount of 
this obligation in spite of any fraud practiced upon him: (except when 
his signature was forged to the note). The obligation of the bank was 
insured by FHA against losses up to 10 percent of the aggregate 
amount of the loans, which in effect permitted almost every bank 
to enjoy a 100-percent Government guaranty 

Whenever a homeowner defaulted in the payment of his obligation 
and the bank was unable to collect the note, the obligation was as- 


signed by the bank to the Government KEHA was required to pa 
the bank the amount of the debt which it then referred to the United 
States attorney for collection In countless cases the United States 
attorney has, in the name of the United States of America, either fil 
suit, or threatened to file suit. avainst homeowners for Gihlications the 
incurred as a result of fraudulent practices by which they were vietin 
ized, In thousands of cases the work represent Vth se obligatio 
was virtually worthless 

A prin ipal eause ol the home-repair frauds was lest laxity 
lending NSstitutions mM apy ving ad ale Ste le chara 
secondly, their continuing to do business U enters etter not 
their fraudulent practices; and, t d, tl i | » the pap 
homeowners whose credit would never hav sustansed a norn 
banking transaction. ‘Testimony heard by the com 
cases in which the same person had received 4 and ‘% hom 
loans. Freque ntlv the late LO: were made atter the DSorrowe! 
defaulted on the first loan Lending institutions shés:ld justly be 
eriticized for their laxity and nee! ( I ELA . ey subsect 
criticism for permitting these lending institutions to %xe so lax au 
negligent. 

The Government has sustained no monetary loss * the titl | 
program and it appears that existing FHA reserves are, adequate t 
cover such contingent losses as may ultimately accrue against FHA 
under this program Substantial losses in the home-re}-air program 
have been sustained by homeowners who were vict zed by Inl- 
scrupulous salesmen and dealers. By handling FHA papers, and 


because of misrepresentation by salesman and dealers, niany ol these 
victims thought that they would recelve Government prote tion 
through FHA supervision. 


In 1954 the Congr mer t tute t t of the 
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In the 20 years the program has been effective, FHA has insured 


17 million home-repair or improvement loans in the total amount of 


I ha frauds in this program were hot confined to any ceographic 
area In every City mn which the committee held hearings we dis- 
covered a large numbet of title | frauds Perhaps the createst 

imber occurred in California where climatic and living conditions 


pecullarly adapted o the fraudulent practices 1m the sale of 


patios marbecue pits, and simular improvements. Representatives of 

bette yusiness bureaus were called to testify in several cities. In 

each instance they testified that their offices had received many 

complaints regarding title I fraud. The evidence also showed that 
\ lone a good job in attempting to correct these abuses. 


he committee heard 118 witnesses testify on the title I program 


proximately on third the total number of witnesses heard. SIXty- 
Thine ot those withesses were homeowners who had be hn vietims of! 
idulent practices. Others were FHA representatives 
1) bureau off ls repli nta ( roup oO he dealers 
l ( eCSDPo it) Ol hes (raud ina officials of lendin 
Ol ccep he notes of those deale: 
h erty e hearu were held there was virtually an un 
ot homeowne anxlo o tt iy to the frauds | 
I had been \ Limized iwenty wo a al 5 Ol thr r Si Ss 
\ ieard whose t mony, recog ne the unwillineness of 
us to adm thre nusdeeds ives a representatly 
on ot ti manner in wl h these frauds we! practiced Chre¢ 
esses vile l I ely Oo thy const tional privy | ri 
hel Li! On 
| ( ey) i | iT of the d ers and } se] who 
i Dui ere 1} L criminal record tna 
| ) Dac oO ihe ft 3 emplo ad by those 
( lied the elen eral emploved by professional] 
naence me 
\1 ) hes, a oache ( ( plove 1 to induce 
I) mei ) hase f h deal ind it en we no 
the agel appeal to | nl e to or ymethn or 
0 he sal hniq 1b ich vidua ere as many 
( her uv ) a iowledge of hun hature could 
most fi | The homeo is told that the salesman 
{ ( vey of the 1 orhood lL had eh 1 his home as a 
I} ‘ ) cular hon VAS 
peca e the homeownh bad ich attractive vard, or the 
or size of the particular home, or any other features which the 
n chose to justify the selection. This was merely th 
Kivery home he neighborhood that might need repairs was 
lled model home lo continue the pitel the salesmen would 
ro the homeowner to send prospective customers to see the job 
purchased by the homeowner, whether it be siding, roofing, patio or 
iv one of the other numerous improvements. For each such prospect 
o purchased a similar Job this homeowner would receive a commis- 
) or bonus of $25 or $50 or $100 The amount actually promised 


as il iaterial since th vritten contract si ned by the homeowner 
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made no mention of suc h oral promises Th salesmen wo ild continue 
the pitch by assuring the homeowner that in reality his unprovement 
would cost him nothing. The homeowner was told that he would 
assuredly pay for his own job and probably earn some extra money on 
the commissions or bonuses When these pile hes were used the ( Oll- 


tract price was uniformly excessive although the homeowner was 
cenerally told the price Was the company’s cost becaus this was a 


mode] hi me Sometimes the price Daid would act rall run 2 or 2% 


° ‘ } : 2 } 
times what the homeowner would have paid for the job if done by a 


reputable local dealer or contractor 


> > 1 
Rarely Was any money ever paid al homeowner iS a result yt the 


bonus promise made in conjyune ion with the model-home piteh leven 
when homeowners actually sold jobs to their own friends or relatives 
they usually did not recely the COMMISSION 


Che dealers and salesmen who made a racket of the home-improve- 


ment program were tor the most Dart {ly V-nicht oT “Joh n come 
Lately operators Chen methods of operat onare not to be att ) ted 
to the multitude f small local contractors, residents of their com- 
munities, who sold home mmprovements of quality materials and werk- 
manship at fair prices under FHA loans Che unserupulous dealers 
are distinguishable chiefly by their business ictices 

Che testumot of a roup Of deatel ld salesmen hi d at the 
( hicagco Indianapol nd Wetroit hearnu 3; part lial ( Dilas Cs 
these fraudulent practices 

Harry Cane, brother of Mai Vv Cohen, notorious we coast figure, 
and himself a man of considerable iccomplishment 1 rhe ble 
activities, entered tl FHA home-in oveme! { 1 as a man 
about 1941 In 1948 | oreanized vroup hieh-pres type 
alesmen under the firm name of Cane “1 | es & Associates, 
\iany ot these o-callec “Ssatesmen had I Whe ermm al records, 
This group, and others like them, were qu tly termed ‘‘dvna- 
miters,’ Krom 1948 until the arrest of 0 of the group in 
Houston, Tex., during 1951, Cane utiliz at s organization in 
the home-improvement field in variou 7) I the « ity 

Cane operate yr otha ar Sl m O nsatinge salesmen 
H peculial chnig ye on was I ) ea Vv i 
local ce ha i nged to « ry itsell his 
V1 ot opera I nos i} ( \ a il vit il 
dealer to sell the tar it eve t ) Ol 
the product became ( PI ould an ea particular 
rea In a short time 

The “‘par’’ svstem was parti arly oO encourage these 
irauds The dealer would c a rice § pia ( aiesman he 
salesman was free to sell the job at a pl \ pal ne Chose 
COMMISSION. \lost of the disrepu ( | i deat subCOo ted 
the actual work to contractors and were the! es ierely IKETS, 
It was not unusual to hear testimony ot a ij Ost r $300 from the 
contractor dome the wor! pemne Listes a ‘ par’ of $500 vy the 
dealer and bein sold DY the salesmat oa homeowner at ssvUU to 
$1,000. In manv eases the salesman ‘bribe the homeowne DY 


giving him as much as $200 in currency to sign the contract and then 


adding that amount to the 30-¢ alled sAaies price 
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Harry Nassan was another Chicago dealer operating on a grand 
scale, with a prior criminal record involving use of the mails to defraud. 
He entered the business in 1946 as the owner of Atlas Construction Co. 
Better business bureau and FHA files indicate a number of complaints 
against his operations. One of his salesmen, or “‘brokers’”’ as he liked 
to call them, was Richard Vidaver who twice before this committee 
availed himself of the constitutional privilege against self-incrimina- 
tion when questioned about his title | home-repair activities. 

Jerome Brett was still another dealer witness, the subject of a long 
history of complaints to FHA, who from 1941 through 1952 was 
president of the Pioneer Home Improvement Co. in New Jersey 
Homeowners testified before this committee as to the various abuses 
practiced upon them in connection with contracts of this company 
Brett’s Pioneer Home Improvement Co. went bankrupt in 1952 and 
Brett himself testified that the cause of this bankruptey was the large 
number of complaints against his company in connection with his 
company’s sale of a defective paint product under FHA loans. 

Jack Wolfe, another possessor of a criminal record, during 1951 and 
1952 organized or held an interest in no less than five different home- 
mprovement concerns in the Des Moines, Lowa, area. His testimony 
emphasized the “fly -byv-night”’ nature of the operations of many ot 
these dealers in that all five of these concerns opened their doors and 
then went out of business in a matter of months or perhaps at most a 
little more than a vear. Wolfe admitted that many of his salesmen 
were of the unscrupulous or unethical group when he testified, in 
effect, that when he tried to operate in a legitimate manner his sales- 
men left him for greener pastures 

Louis Garthson, onetime president of a concern known as Protexa- 
wall and an associate in Permawall, Inec., might be termed typical of 
the high-pressure-type salesmen who entered the home-improvement 
field. In 1951, while associated with Permawall, Garthson admittedly 
pre pared the mat rial or svilabus which was used bv a ‘school con- 
dueted for training salesmen in the dynamiting type of high-pressur 

lin The chart opposite page 484 of the hearimegs is an example 
of the material used at that school Garthson admitted that he had 
previously been emploved by an appliance store using the well-know: 
| publicized “bait”? tvpe of selling and advertising 

Lew Farrell of Des Moines, lowa, whose real name is Luigi Fratto, 
became a 


Th 
beer distributor in Des Moines beginning about 1938 
Long rumored to have underworld and gambling connections, Farrell 
would admit only that he was connected with several home- 
improvement concerns. He denied knowing who were the owners 
and could not recall either who paid him or who worked for the firm 
When asked what his duties were he replied that he just did not do 
verv much 

Floren Di Paglia, who at the time of his appearance before the 
committee as a witness was under conviction for bribing a Drake 
University basketball star, became active in the sale of aluminum 
siding under FHA title I loans beginning in 1949. He started his 
business in 1951. Di Paglia testified that his best business vear in 
the sale of FHA-insured home improvements was the year 1951-52 
when he made approximately $100,000. 

Jack Chisik first entered the title I home-repair business in 1938, 
operating 1n the Detroit area. He was ty pical of the most undesirable 
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type of ne eens salesmen. In 1952 the Michigan Corporation 
and Securities Commission suspended his contractor’s license as a 
result of auerepolaes sales practices. Chisik had been associated 
with at least six concerns doing business in FHA-insured home repairs 
and improvements 

The Michigan Corporation and Securities Commission and. thi 
California Contractors I icense Board each suspended the licenses ol 
a number ot unscrupulous title I dealers in their respective States 
These State agencies should not have been required to police an FHA 
prograln ; aad 2a more vigilant watch over the program should have 
resulted in FHA eliminating those dealers long before the State 
agencies were compelled to suspend their licenses. FHA officials in 
California in charge of the title ] program testified that it was neces- 
sary to obtain concurrence from Washington before they could sus- 
pend the operations of a title 1 dealer and that it was generally 
difficult to get approval for such action. 

Cozy Homes, Inc., was engaged in the home-repair business under 
title 1 of the Housing Act in Detroit. During the committee's hear- 
Ings in that ¢ ity we took sien ssion of the books of this ¢ ompany and 
examined their transactions during a 14-month period. During that 
time gross sales of the company were $205,533 and the so-called sales- 
men received $101,017 as commissions. ‘This company operated on 

‘par’ basis and left the salesmen free to fix their own sales prices 
The company’s ‘par’ was apparently $104,516 on those sales and 
the salesmen’s commissions an almost equal amount. The salesmen 
received 49 percent of the total sales price, and their commissions 
added 97 percent to the ‘par’ basis amount which the homeowner 
was required to pay. 

Enterprise Construction Co. was shown by the California testimony 

have done the largest volume of business in that State in home- 
repair contracts under which homeowners were victimized. As its busi- 
ness grew many of its salesmen and supervisors left Enterprise to go 
into business for themselves. Enterprise was considered the training 
ground for this work and a substantial portion of those engaged in the 
business in California where looked upon as ‘‘alumni’’ of Enterprise. 

The testimony showed that products such as roofing, siding, and ex- 
terior painting were most commonly involved in vietimizing the public. 
The various sales “pitches”? such as the ‘‘model home —— were 
usually accompanied by extravagant and outrageous claims by the 
salesman as to the quality or longevity of the product. Product 
failure to live up to the salesmen’s claims was further aggravated by 
shoddy workmanship. 

Many dealers who were re presented to the public by their salesmen 
as contractors with an organization and the know-how to do the job, 
did not, in fact, employ regular workmen, had no particular know- 
how, and were, in fact nothing but “fly by night’’ operators set up 
to sell a questionable product for a short time and then to move on 
to exploit a new community. It was common for such dealers, par- 
ticularly in the field of siding, to employ groups of itinerant ‘‘appli- 
cators” to perform the work of applying the product. Standards of 
workmanship were understandably low in such cases. After the dealer 
had obtained his money from the lending institution, complaints by 
the homeowner to remedy defective work were most often ignored. 
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The abuses practiced on the homeowners were tostered by the trace 
practices commonly engaged in by the unscrupulous dealers in dealing 
with the inscrupulous salesmen Most of such dealer witnesses heard 


by this committee insisted that the salesmen were not their employees 


but were “independent contractors.’ Commonly such dealers would 
permit virtually anvone, without regard to qualifications or past 
CT! il records, to solicit contracts from homeowners The deailel 
supplied the “contractor,” or “ecanvassers’’ and “closers” as they refei 
to themselves, with blank FHA title | applications, blank promissory 
notes, blank completion certificates, and credit report forms. The 
arrangements comprehended that the salesman would obtain. the 
contract and all the loan pape required to be sioned by the hom«e 
ownetl Le then delivered the papers to the dealer and was paid hi 
COl } s10hn on the price Tol wl it hy he ob was sold 

Lona Ul previously liberal rules of FHA title I loans could b 
obt finanee such “in provements as patios and barbeque pit 
Th arp titl | operators took full advantage of these liberal rules 
tO ) the California market for patios and barbeque pits DV USIN 
variations of the “model home’’ piteh It is doubtful that the title | 
program ¥ ever intended to encompass such things as patios, which 
most of the public would consider luxurt 

One of the serious consequences of the sales practices engaged in by 
the home-improvement racketeers imposed a direet burden on the 
Government Many victimized homeowners who had purchased 
home improvements thev could not afford on the belief that they could 
pay for the work out of the “bonuses” they would receive from the us 
of their home as a ‘‘mode! were later foreed to default on their loan 
() | realuzineg that thev had been duped, anerilv retused to pay ly 
n vy such instan the lending institutions involved, who ofttime 
contributed to the tuation DV aecepting contracts trom known harp 
de s, were covered on the defaults by the FHA insuranes In such 
en the Grovernment was required to take over and attempt to co 
lect the loans bv direct suit against thy homeowners Witness s have 
te fied that Lnited States attornevs over the country are today bul 
(} ! | ho SwHas oO licl TS 

I Detroit itl | home-improvement loans were obtained and the 
proceeds used for such purposes as the payment of a property settl 
We! naiwvoree, vacatlol he pu chase sof cars, television sets and so 
fortl ‘hese cases involved a fraudulent representation by the home 
OV in making an application for a loan that the money was to be 

qd ior a home unprovement \lany of the peopl involved in thesi 
lO vere induced to obtain tl iOnwns by people who had been o1 
were racketeering dealers in title | home improvements. ‘The pro 
moters of those loans gene! lly obtained a “‘eut out of the proceeds 


of the fraudulent loans thus obtained by the homeowner. It is 
demonstrable that such schemes could not have flourished if the banks 
and lending u tutions involved had exercised discretion similar to, 
if no . rict as, that they exercise 1n granting loans of their own 
non-Government-insured money. 

ritle | was intended to make bank credit more readily available to 
small-home owners for needed repairs, but it was not intended to 
attract racketeering or to foster deplorable business practice by 
financial organizations. Detroit, Chicago, and Indianapolis testimony 
showed that in some situations, where completely fraudulent FHA 


: 
: 
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title I loans were made, employees of lending institutions received 
bribes, payoffs, or gratuities for granting such loans. One Chicago 
witness, claiming personal knowledge of the unscrupulous dealer and 
salesmen practices in this field, stated that racketeering could not 
have flourished so widely had not these dealers had a ‘clout’ 
underworld term for ‘‘connection’’—in the banks to accept then 
contracts in the face of public complaints of sales fraud prod 1ct Mmis- 
representation, and unsatisfactory reputations. 

There are countless homeowners, victimized under this program, 
who ultimately paid their obligation for work they did not recerve 
when assured that they had ho lecal defens« to the obligation In 
some cases witnesses testified that their property was in worse condition 
following the work supposedly done by the dealer than if no work had 
been done at all, Kven in most of those cases honest homeowt 
paid their obligation when they learned that a legal liability had 
fraudulently been cast upon them. 

It is difficult to measure the losses to homeowners in this program 
In many cases the homeowner paid as much as $900 for work that 


should not have cost more than $300 In other cases the homeow1 
may have paid $1,000 or $1,500 for work which was either worthless 
or worse than worthless in that it left the property in a greater stat 
of disrepair than existed before the work was don Due to the lu 
tation of time and staff personnel, it was Impos ble for the committe 
to determine the total amount of money nvolved in these illega 


practices. 


In concluding this discussion we emphasi e again that the 
honest or fraudulent dealers and/or salesmen engaged in the home 
repair business constitute a verv small sec! ! of the total numbe1 
of such dealers and salesmen. However, vigilance by the homeown 
in checking the character and reputation Of thos with whom h 
proposed to do business will { ther help to eliminate those fraud 
The insistence upon having bids from more hah one dealet and a 
vareful reading of all papers before they are signed will also giv 
further protection to the homeowner. 

The following chart illustrates the overall a ties unde { 


during the vears 1934—53 
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ercmit the payment of a aividend 

The sponsors then would obtain a 
property for an amount generally well in « 
Writi p the book value oO} the pl ) 
auppra sal created a corporate s irplus real 
payment of a dividend The eash funds 


1 
senting the excess mortgage proceeds ove! 


tributed to the promoters as a long-term ¢a 


FINDINGS FROM 


THE INQUIRY 


FHA ] 


»\ ¢ 
nS 
) 
) ( S «ce 
t ( yiVvine 
} 
' ay 
} 
en ip 
‘ 74) 
t ] 
wt as eral 
! cost basi wit} 
terests Upon the 
> at COryp Th 
mi 
truction cos na 
) on ho iny 
} ro } 
Ls thu COS | 
- LLIOnk WOU ) 
) 0 th corporal 
( ~ ! rid? FUY r21 
\ he ai I to hat 
Was us ‘ 3 thre 
( corporat oO! repre 
+ | . +} 
1 COSLS were the Is 
ital Ga 


Not infrequently additional funds were ay ulable by whiel Lo 
nerease the amount of that distributi FHA allowed 18 mo hs 
LO complete a section OUS project Pavime ts on the FHA insured 
mortgage did not been until IS months after the start of construc 
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tion \eecordinely if the project mid be Huilt ina shorte period ol 


time there was what the builders called the 
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ital gains through the 


There was another means by which these capital gains distributions 


further increased Interest and 
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taxes during construction 


are 
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generally considered to be a cost of construction. However, tax laws 
permit these expenses to be charged against operating income. Since 
FHA mortgage estimates included as costs interest and taxes during 
construction, by charging those expenses against operating income in 
the period after tenant occupancy additional funds became available 
for capital-gains distribution. For tax purposes most builders 
charged interest and taxes during construction as an operating 
expense; before this committee they all included those items as con- 
Struction costs 

In at least two cases the Internal Revenue Service issued rulings 
that such distributions were long-term capital gains. One of these 
rulings involved 1 of the 6 corporations in the Shirley-Duke apart 
ments project in Alexandria, Va On November 30, 1950, the Deputy 
Commissioner of Internal Revenue wrote the sponsor that since 
construction had been completed and all costs had been paid, funds 


transferred to the capital account and distributed to the shareholders 
would be taxable as a long-term capital gain. The present Com- 
missioner of Internal Revenue has reversed that determination. In 
nv test case now pending before the Tax Court (George and cAnna 
Gross, et al... v. the Commissioner of Internal Revenue he contends 
that ‘“‘windfall profits’? of section 608 projects are subject to the 


payment of normal income taxes. 

The Commissioner of Internal Revenue has advised this committe 
that if he is successful in that test case, he intends to proceed against 
all similar cases. One of the incidents leading to this investigation 
was the report by the Commissioner to the President listing 1,149 
cases in which such windfall profits had been received and were dis- 
closed by the tax returns filed by the corporations. The Commis 
sioner testified that he believed that there were several hundred 
additional cases to be added to that list. 

Glen Oaks \ illage 

The pending test case involves the profits of 11 Glen Oaks Village 
corporations that obtained FHA-insured mortgages of $24.4 million 
on a leasehold. Construction costs were about $4.3 million less than 
the mortgage proceeds. These corporations distributed to their stock- 
holders $4.6 million. It is that distribution which is the basis for the 
pending test case, The sponsors also obtained a mortgage on the 
land for $1.4 million more than they paid for the land. 

Two recent cases, Comn isstone? of Internal Revenue \ Fannie 
Hirshon Trust, decided by the Court of Appeals for the second Circuit 
Court, May 17, 1954, and Commissioner of Internal Revenue v. Estate 
of Ida S. Godley, decided by the Court of Appeals for the second Circuit, 
May 28, 1954, appear to support the position taken by the Commis- 
sioner with respect to the tax liability on the distribution of windfall 
profits 
William J. and Alfred S. Levitt; Levittown 


The extent to which builders went in making certain that such 
profits would not be subjected to normal income taxes is shown in 
the Levittown, N. Y., project. William J. and Alfred S. Levitt built 
approximately 18,000 houses in Levittown, N. Y.; 6,000 of these were 
single-family rental houses constructed under section 603 of the act. 
Cost figures are available only for 4,028 of those rental houses which 
were constructed by Beth-Page Realty Co., a corporation owned by 
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the Levitt brothers. The capital stock of Beth-Page Realty Co. was 
$50,000. The FHA insured mortgages were for $29,946:500. otal 


construction costs were $5.1 million less than the FHA insured 
mortgages, 

The Levitts’ objective appears to have been to withdraw that cash 
surplus from the corporation without liability for the payment ot 
normal income taxes. The assets of Beth-Page after completion of 
those houses, were 4,025 dwellings and that $5.1 million in cash 

The Levitt’s advisers concelved the idea of selling the Be th-Pags 
stock to a charity which could purchase the stock with the cash funds 


of the corporation obtained by declaring a dividend. Efforts were 
made to locate a suitable charity. Junto, Ine., accepted the pro 
posal Junto was a charitable corporation engaged in adult educa 
tion whose total assets at the time of this transaction were less than 
S$? OOO. 

With the aid of partial temporary (for a few days) finar P mn 
aw cooperative bank, Junto purchased the Bet] Pag Ste rol I 
Levitts for $5.1 million, declared itself a dividend of S84 lor 
very dav of the purchase, and then paid @ do 
Levitts for the acquisition of the stock. As a charitable corp 
Junto took the position that the dividend to it was not taxable | 
stock had been held for more than 6 months by the Levitt Vhio 
therefore claimed a long-term capital gam on the proceeds em the 
sale 

The Levitts undoubtedly ould hay Olt I $ OVS ‘ ‘ fol 


rors How er, 


$5 million above the amounts of the respective mortgag 
if $10 million had thus been available for distribution, but subject to nor 


mal meome taxes, the net return to the Levitt brothers afte LUKE 
would have been substantially less than the $3.8 mullion $5.1 mul- 
lion less 25 percent) that they received on the long-term Lp tal gain 


through the courtesy of Junto. 
Shelby Construction Co. and Warne r-Kanter Cos 

The second tax pattern followed by section 608 builders was de 
signed to avoid the payment of all taxes. Shelby Construction Co 
the Warner-Kanter Cos., and Saul Silberman are illustrations of t] 
technique. 

Paul Kapelow and Louis Leader incorporated Shelby Const suction 
Co. in 1948 with a capital of $100,000 Emile Bluestein orginally 
owned 10 percent of the stock but they later bought hn uit Io! 
$315,000.) Kapelow and Leader created 11 corporations, Known as 
the Parkchester group, which were wholly owned subsidiaries of 


Shelby. These corporations had no assets (perhaps a few hundred 
dollars each) other than the land on which the project was, subse 
quently built. Those 11 “paper’’ corporations obtamed mortgage 
commitments from FHA in the amount of $10.8 million for e CO] 


struction of a section 608 project mM New Orleans 

The Parkchester group corporations then entered into centracts 
with Shelby for the construction of the project for amounts which 
resulted in Shelby obtaining the entire mortgage proceeds The cost 
of the project was substantially less than the mortgage | 
Shelby claims the windfall was $1.7 million; FHA says 
million: and our staff believes it to be about $2.5 million rt 
ence in these figures results wholly from different views if to the 
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: 1 ray a dentist turned builder. Dt Dewey S Cottheb 
ised cl ix-free funds to buy a string of racehorses and a eruisel 
m whieh to entertain Jock 

In t! cases the promoters his ve had eve I'\ sel il enyovme nt of 
the nat resulting from their Government-financed projects and 
tt) C10 rome | has received ho taxes whatey Yr on those “profits 

\ third t: abuse pe rhaps not lim “i to section OOS proyects, Was 
chare aus construction costs expenditures not property a part of the 


cost of construction lhe only case in which the committee made any 
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s} . B. Distt IBUTION BY Tim! sawp AREA OF SECTION 60S 


MORTGAGES 


tion of the rental housing program of FHA during 





difle eriods of its administration, and in different sections of 
the country presents some interesting atistical information reflect- 
ing, at le ndirectly, on the administration of the program 
Vew \ ) New Jerse Vv. Maryland and Vi inla were the principal 
beneficiaries of the section 6VUS program In proportion to their popu- 
itLO Illinois, Ohio, Michigan, and Massachusetts appear to have 
minimum number of new dwelling units from this pro 
tal of 465.000 new dwelling units were built in 7,045 
ection 608 of thre Ho sing Act New York with 
9 i the population, received 18.4 percent of the units built 
nd | progvram: New Jersey. with 3 pereent population, received 
Li pe nto he unit Via land, w th 1.5 pereent of the population, 
had 7 nt of the units: and Virginia \ th 2 percent of the popu 
| t pereent of the units \lost of the Viremia proyects 
Wel t ( hern part ol the State in what ts generally considered 
ip I Ihhe ropolitan area of the District o Columbia 
On the ther hand, Ohio, with 5 percent of the population, received 
only 5 pereent of the units built under section 608; Illinois, with 
5.5 percent of the population, had 3.6 percent of the units; Michigan 
with 4 pereent of the population, received only 1.6 percent of the 
mnits; and Massachusetts, with almost 3 percent of the population, 
ree \ iv 0.7 percent of the units Significantly the committee 
found the greatest volume of ‘‘mortgaging out” and other irregularities 
N Y New Jersey, Maryland, and to a lesser extent Virginia 
And we found a minimum of these irregularities in Ohio, Illinois, 
Mic] i and Massachusetts (This statement does not ignore that 
the ere ecularities in those States to some extent, particularly 
Ohio ai Michigan 
Tables I and II, on pages 70 and 71; show graphically the percent- 
es of mortgages insured under section 608 by States, in the years 
194 h 1953, based respectively on the percentage distribu 
tion OF The total dwelling units and thre percentage distribution of 
the LO t ol mortgage 
SUMMAI OF COMMITTEE'S INVESTIGATION OF SECTION 608 PROJECTS 
Thi ( mittee had neither time nor the staff facilities available to 


permit an inquiry into all the 7,045 projects financed with mortgage 
Insurance under section 608 of the act. We soucht to inquire, however 
into all those projects in which information coming to the committee 
from any source indicated that there might be irrecularities. 

This committee inquired into over 600 section HOS projects in 


executive session Of these public testimony was taken with respect 
to 543 projects In 437 of these projects the mortgage proceeds ex- 
ceeded 100 percent of all costs, while in the remaining 106 cases the 
costs exceeded the mortgage proceeds. In no case was the mortgage 


less than 90 percent of the actual costs 

The 437 projects scrutinized by the committee in public hearings 
in which the mortgages exceeded total costs involved mortgage pro- 
ceeds totaling $590,118,276 (the face amount of the mortgage plus any 
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premiums received by the mortgagor and less anv discounts paid by 
the mortgagor 

The mortgage proceeds Lh thes 137 Cases exe eded tl total costs 
of the projects, including every disbursement to any person for any 
thing by $75.824 239 The total costs were thus 12.7 percent less that 
the mortgage proceeds The Statute provided ior mortvaves not to 
exceed 90 percent of the estimated costs and FHA me vyages were 
not more than 90 percent of its estimate of the cost of the projeet 
On the aver: O therefore the actual costs in these 134 Ca . 
21.0 percent less than the FHA Commissioner’s estimated ¢ s 

These figures are subject i« ossible correction O rest ~ 
! The costs ven are the b ders own s I > thet ) 
costs fhe very few cases in which we have checked sts les ) 
the conclusion that at least some builders padded their Sts tO some 
degree Let ial costs are iIndoubtedt| lower. but the extent to which 
that Was a pre valent pracitice and the amount hy whi Ik Sule h COSTS 
mav have been padded is unknown. to the co litter ’) In ma 
hut by no means all, of these cases the sponsor was himself a buil Le] 
and did not pay himself a builder’s fee In estimatu costs FHA 
allowed a builder’s fee of 5 pereent even tho ih the owner was him 
self the builder. Tl Is tnector would reduce the spread retweeh es 
mated ‘osts and a ial costs by something less tha y) pereent 


Howevet! builders’ fees were considered as a part ot the ‘quitv to b 
i 


furnished over and above the 90 percent Government-insured mort- 
rAgce \ builder's fee could cover part of the estimated cost het ween 
the 90 percent mortgage and 100 pereent of the estimated cost \s 
| wh above, howeve . the mortevage pl weeds U these eS ave Lore | 
12.7 percent In @XC¢ ss of all costs hh these pro) ts 


The 106 eases in which the mortgage proceeds were less than total 


costs, involved mortgag proceeds of $148,422 ,.451 Tire total costs 
n exc of those mortgage proceeds were $6,876,645, of but 4.6 per 
cent of the mortgages Averaging the entire 543 cases, the total 
mortgage proce eds of S738 .540 ae were 4... pereent m ess of tot: 

costs On the average, the actual costs i ese 543 Cyees wel 18.4 
percent less than the FHA Commissioner estimated cos 


t 


Table 11] on page to shows by states the numbeys of projects 


mortgage proe eeds. and excess or deficiency of mortgage wroces ds over 


eosts, tor the proje ts 1nd lured nto by the committee Table I\ on 
a : - | 
pave 4/4 breaks down the excess of mort¢vagve proces ; over total 


costs DY Vvears 
rIME DISTRIBUTION OF WINDFALLS 
The 437 projects inquired into by the committee shovy vd total wind- 
falls, the excess of mortgage proceeds over all costs, 1:°1946 of onl 
$12,523 in 1947 of $525,616, and in 1948 $2,166,369 In 1949 these 
windfalls jumped to $18,774,176 and were in excess of $20 million in 
each of the vears 1950 and 1951 These windfalls were »ftnost $10 mil- 


lion in 1952, and in excess of $3 million in 1953 lise section 608 
program ended in 1950 The vears stated are those in which he 


projects were completed and the costs became known. ; 
Significantly, in the period of the greatest housing need, 1946 
through 1948, there were the smallest windfalls. The la:tzest windfalls 
occurred after Congress had found that the program vtuld be termi- 
nated, in 1950 through 1952. One factor accounting the increase 
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TABLE | 


PROJECT MORTGAGES INSURED UNDER SECTION 608, BY STATES 
1942 THROUGH 1953 


\SE NN NUMBER OF OWE NG UNIT 
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TABLE II 


PROJECT MORTGAGES INSURED UNDER SECTION 608, BY STATES 
1942 THROUGH 1953 


N BA IN AM NT OF MORTGA 


NEW YORK $719,913 l T 
deere te —yr+ 
NEW y 4 iii + | 
M * 
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f Nid 3 ° i t 
t + —- — + -— 
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- 8 
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\ hj a 
NEVADA 576 5% U.S. TOTAL $ 3,439,678,928 = 100.0% 
WEST VIRGINIA 1,562 ss 
RHODE ISLANC 518 % 
VERMONT A 3% 
! ¥ 
NONTANA 9 3% 
WYOMING 401} x 
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MILLIONS OF DOLLARS 
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| ( ermamed owever, checKs ageregating more than > 
(‘haite was unable to explain Som of these at Ss wer 
pavable to cash, but most of them named Chaite as the paver \s 
to each check Chaite identified his signature as endorser of the 
most cases the cheek had been cashed at the ban] ina 
delivered to the pavee by the bank \ian of the checks wv for 
exactiv S5S.000 each 
Although identifving | signature on each che Chait \ it 
) I he had no 1 ollection of whether he ev ed th 
ir ls of anv of those checks, who had received thi roceeds Ol 
h of those checks or the purposes for which any of the necks hac 
ssued His books do not reflect his receipt of the p as Ol 
Ol those cheeks 
("| te had beer employed | KHOA aquru a ir ) 
hicl Clyde L Powell Was Assistant ©C% DLUISSLIONe! hil e Of 


oO1rect ~ cho as those I which thre Woodnet terests Voived 





row sometimes rvster elivilies re dis S Sew) ( 
1 Che reeords of Wardm: Park Hote 
( OW number of elephone cal from Powe ipa i Lo 
e tye e ot Lite fi\ tT wt ih ere Q) Wh l porate 
Hout hese cal Chaite ated under oath that he could not CCUl 
hether Powell had ever telephoned him at bh home o Vhat an 
ich call might have been about It mav be that Chait 
has an extremely poor memory, but it does not appear that this me 
ber of the bar contributed to this committee’s seareh for truth and 
Lice It seems reasonable to assume that Chaite must have know) 


ire about that S50.000 than he was willing to tell this com 


(7 Ié / Vlarcus, an attorne’ from Hacke SUCK N. a app red 


fore this committee as attorney for Sidney Sarne if 1de 
\iat is approached the witness table with a bitter denunciation o 
this committee tor revealing to the press testimony yiven DV Sarnel 
executive SeSSIOI He belligerent] attacked the CO ttee fon 
ewspaper articles writtel about his client An exXamuinatio ol the 
vspaper articles showed on their face that thev referred whol toa 
atement released to the press by thi Administrator o thr Ho Sil 
nd Home Finance Avene, and that thev did not refer to at {Oo 
mation emanating from this committee 
Marcus refused to permit his client to testif inless e Was first 
permitted to make a statement 
The culmination of Marcus’ attack on this committee came wl 
( accused the chairman of this committee of ‘“‘shooting off | mouth 
about supposedly Mmnocent builders Follow 19 thi tirad \lareus 
client, Sarme ook refuge behind the fifth amendment wt iterro 
ted about re tal housing project: of WI he | Za th 
principal owner aud with respect to which Marcus rt De His 
orne.s {ul | adv er irom the cept rh Nia I> wsked 
q tions about the executive ession, to which he repeat {| plied 
| refuse to answer 
The committee later lesrned thet Mere Vas bimselt <DOTLSOT 


of several section 608 projects 

Daniel B. Maher, an attorney ta the District of Columbia, aecom 
panied Clyd LL. Powell in his three appearances before this committer 
At the April 19, 1954 hearmg, the first question asked Powell was, 
“How long have you been with the FHA?” He refused to answer the 





question om Lhe constitutional privile roe acalnst LT-INCruDiMatio Ol 
the fifth amendment The chairman then said 
The witness does not have to a er unless he cares t We rtal 1 
going to force you to do so lL wi iv this, that ‘ Def that 
be able to assist us 
No further questions were asked of Powell ane Oo criticism oO 
failure to testifv was mad 
On leaving the hearmg room NM; ! ‘ | thie )] 
hent, apparently I red ys . , af hic 
part as follaws 
‘ir. Powe , ‘ ' i \ 
4} DASIS ( i ( 
e ald « ( i 
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Protestations about Powell’s innocence and his reputatlo : 
he read in the lioht oO} the diseclos ires about his co duet recite hice 
“Integrity of FHA employees 

On June 29, 1954, Powell again appeared before the coniunittes 
accompanied by Maher He was asked to explain the proce 


for FHA commitments under section 608; he was asked whethet 
had intervened in certain specific projects for the benefit of certa 
named builds rs; and he Was asked abo it his lle red Criminal recora 
As to each question he refused to answer under the fifth amendment 
The chairman then put into the record a report by the Federal Burea 
of Investigation on Powell's arrest record. Powell similarly d 
to answer questions with respect to that FBI report 


At the conclusion of that hearing Maher said 


\ 
| it oO e OCCASIO | rT i i eared I ( i i 
lay av | ite tl ! i l a 
| ive appearea { ( i i i a 
eated it i i I 1 ( 
¢: riitte 
Nevertheless, on Julv 14, 1954, Maher filed a petition with the 
Secretary of the Senate asking that Congress 
expel such member ive 1a i 
acts heretofore set torth above 
The acts therein set forth included detailed reference to disclosure 


of the FBI arrest record of Powell. The petition, signed by Maher 
and not by Powell, contained an affidavit by Maher that he merely 
“verily believed the statements therein to be true.”’ The petition 
therefore cannot be said to be a sworn petition Che petition ae nied 
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l epresentatlon Ke ch chent was charged $5,000 for VO! 

vin connection with obtaining an FHA commitment Diges 
( the fees to MeCormack (although MeCormack denied 
the money as fees and claimed the pavments were loans, 
v because he had failed to inelude them in his income-tax 
None of these clients ever received an FHA commitment 


itter on which Diges worke« 
ere of counsel at a congressional hearing is to advise th 
his rights and privileges. It is not that the lawyer may 
or h chent or seek to change the ¢ se of the congressional 
Qn oeeastons law) rs representing tnesses b fore the c*( 
SO iht to do so In one instance the lawver s rhit 
I iv of the questions asked his client Onee when le vas 
that it vas the answer of lis elient that was desired. he turned 
t and said, “Tell him * * 4 The chent replied, ‘1 
reat 
cript eveals 1.386 lines of questions asked this witness 
nes of staten ents Dy the attorney that were not asked ior 
red 
ittormmey was hot nae oath and did not have personal 
of the fact but he consistently insisted on answerin 
for his client—-whiech his chent, who was sitting next to 
ssarily was ina better position to answel of his own persona 
» not otherwise identifs this lawver for it 1s clear that he 
mated im no personal wronedoms and intended nothing I 
However, his conduct did necessarily impede the search for 
d justice by this committee and could well have caused 


ot this commit tec or its sts {ft to lose either thei patience 


iibrium 


Act 


the purpose of thi committee to conduct an WMpartial 
ni \quirv of the administration of the National 


but with full respect for the rights and privileges of 


rhe appearmng before the committee { set of rules for the 
of the inquiry was adopted by the committee and adhered to 
r | 
SDE to every witness hese rules of procedure are 
} Cor ee on Bank wid Curren f the I ted Sta 
i \ \ ( ( I t e com ttee are 
\ Yo er { ( t ray ea { Iv bh | acti 
a 1 « ‘ 
{ ( \ ‘ ember iil CO 
) ( ( VeAT I ‘ i 1 
1 ( 1 ( ( 1 Ipc 
™ a 
( at ! i ( 7" ite or re I | ( 
i ( ica i ‘ ‘ ‘ i i“ 
1 i er ill be cheduled 
e |) ( ( 1 ¢ t ( nayor vote of e ¢ 
ne f 
cont al ti ike nfidential material presented a 
Xe ve ea ot { Or i rye tte ranv report ot 
( t i xe’ e hear hall be made publie either u 


irt or bv way of mmar\ less authorized bv the committee 


In th of our bearings 9 witness 1 f KITA 
ol la i ( nen ves ol 1¢ mstit oO ‘ l 
inerimu ( ()ry ¢ « on the withess was ad tha t\ 

. his priv deel Oo answer questions that might tend to 
Crimibate I NO \ ! ~ \\ = irced to testify whe 1 he CX] 
the O} ) ! V doin so | neh here i I) ite hu 

While wholl especting this constitutional privilege he comm 
Was nevertheless ¢ eply disappointed whet a Government official, who 
ror vaimost 2¢ ars had administered a housu program Involvil miore 
than $8 billion of Government commitments, claimed the privilege ol 
self-incrunination against all q estions asked of hin Those ques Ol 
which erated D ic all to his official conduct as Assistant I TLA 
Commiussione We do not question his | rat or even his moral | I 
to have done so ve merely ¢ xpress Keen a suppointment at a forn 
high Gove ronment olf al hav hg clone sO Thos who ¢ yereise a Pupil 
trust, particularly over a long period of vears and with respee 
sucr Larere Sums Ot money, owe thre peopl who have been then Clll 
plover an accounting of their conduct 

There was also testimonv before this committee o 6 former FHA 
officials receiving money or property under circumstances shown by 
the testimo1 to appear to be in violation of the confliets of intere 
laws and the corre sponding regulations of FHA 

We a vrateful for the cooperation i from the exe¢ 
departmet coneerned with His mqu ) ily the Federal 
Housu ¢ Administration Housing and Hon I i e Agency Inte 
nal Revenue Service, and the Departme f Justice: and to the 

- General Accounting Office and the Federal T (‘ommission fo 





{} 


: a ' : 
valuable staff assistance thev made ava it) »u OrTnMmitter 
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YVSC YU , Vo 
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W ons ‘ 7 
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hcome ! ( ay 
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i th I I ( 
mY li) ) 7 } 
Orpe ( Woo ! HT A 7 
net \\ ) \ ‘ ( ' 
he : mm Cy \ ! () 
ors examined the bo sof the Woo ’ n VW ’ 
on 1). hes ors tound f CIV MV { 
which thre 1D) ( ! { I} 
bursements in hal SS7 000 a f ( ( ! 
vith Woodner’s divo Qs a total ‘ ) to , 
S$30.000 for alleged s ees b 4 \} ( 
e nection W th: proreet that lid I 
never attammed any we of actual 1 \1 \ lL, 
neluded in those dis ment Ic] ntified by Wo 
One small item of $500 was f { ual Wood 
s The Genera! \ecount ()f] q int . 
dollars of transactions never refl 1 on Woodner’s b lou 
entries transferring se\ il 1O] 5 ( S ! ma 
New York by the firm’s auditors. Marshall G & ( ly 
reflected On tt Wood r DOOKS ()n | t < yur? | ent 
Woodner personally a credit of $281,184 for t] ; f 9 d 
Which in fact had been advanced b he ¢ ( ) Other ¢ 
included giving Woodner cred tw f } f oF dvanes 
$117,000 which he presumably had one dl 
Since the end of the r the corpo) ns | S¢ he« Da 
to Woodner in amounts totaling $1.4 mill RB his : 
only $60,000 in that entire period his profit ar loss necount sh e¢ 
a loss of $38,000, and no dividends we paid by the corporation 





(yi) FHA INVESTIGATION 


The co poration also paid pers mal bills of Woodner in amounts 


oO vain $342,716 Journal entries, most of which wert efleeted 
only in the auditors’ papers in New York and not on the books of 
he corporation, transferred more than $2.3 million bi Woodnet 
nd the eorporation Finally thre si nNirles Gave Woo ! “11 
I alleged expenditures of large sums of money for l IPposes 
\ “promotion They did not reveal, an Wood! laimed not to 
nt) who promoted what 
Whe thre section OUS pro ram expired, Woodn noved over to 
tarv housing under section 803 of the act. He obtained ecommit- 
ts of $6.4 million for a rental housing project at Chanute An 
Field. near Rantoul, Ill. Woodner’s sponsoring corporations entered 
oO contracts h Woodner’s construction company fo he con 
on of those buildings. The construction contracts required 
! {ic COl pany lo ) lets thie ne lO 1 
| ! I or FHA te equire a mipletl { 
I con pletion 0 Ich proper () 1) Tye } \I 
Voo \\ I FHA « Sp I t tne 
permitted ) His | iol i ( I 
Lied 
+ | 
I ‘ atte Vir. ( I \ssi 
| H I HH ‘ 
\1 1X Was the broth ] Woodnet nl an $75-a-we empiovee ol 
Woodner’s com] rh He had no assets except sucl Woodne 
ould from time to time place in his name for the put IT) 
ed fimancial statements 


Qn January 8, 1951 Powell overruled the loeal State director. 
Powell held Max inadequate as an indemnitor, but directed that the 
tv agreement be approved if lan Woodnet ana his Sistel 


Beverly became additional guarantors The assets of all the Wood- 
ers consisted largely Ol the assets im the construction COMpany 
whose obligation to construct the buildings they were now guaran- 

i ore the projer WAS CO] pleted the separat corporat : that 
Woo Cl had created Lol that ) irpose ran out of rund Woodnet 


ed the An Fore LO loan him mOneY LO complete the projects, 


ving that if they did not do so there would be a 2-vear d Tavs Lt} 
construction result from the hecessity of an FHA foreclosure of the 
property The Aw Force then loaned the Woodner compu $615,000 
with which to finish the proye Shortly after the project Was 
finished that loan went into default The Air Foree has since taken 
over possession of the property and suit is now pending to recover the 
1 


loan. Had Powell not waived the requirement for a proper indemnity 
bond this default would not have occurred We have serious doubts 
of the authority of the Air Force to have made that loan and certainly 
Woo Lr r’s consti tion company should hot have been relieved of 
ts liability to perform its contract 

When the Chanute property became involved in financial difficulties 
the remaining available funds were placed in an escrow for payment 
of debts of the project. The General Accounting Office’s examination 
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of the Woodner books discloses four invoices approved by Woodne1 
for payment, which were paid out of the escrow funds, and the pro 
ceeds thereupon returned to Woodner by the recipients These 4 
invoices were by his accountant, his insurance man, and 2 of his 
lawyers. The funds apparently thus siphoned out were approxi- 
mately $35,000. 
This committee did not get from Woodner all the faets with respe: 

Lo the W oodner projects The testimony does how evel show 


many irregularities occurred 
Section B. Surrtey-Duke APARTMENTS 


The Shirley-Duke project in Arlington, Va., includ 


units in 200 buildings The project was one of the more fanta 
frauds perpetrated under the section 608 program Six corpo! on 
were volved Each had a capital stock of $1,000 Do A. L 
who made fabulous profits ln Other section 608 projects Lpp 


have been the vuiding genius m this project Dut 1l Was ce 


had ehihy financial literest mM the prope 


The principal sponsors were Herman W. Hutman, Earl J. P 0 
and By ron Gordon, Jt Hach placed himsell on the pavroll of o 
or more of the corporations at salaries of $20,000 each per vear from 
the time the corporation was created. The only capital of 


corporations was 56,000 We find no mdication that anyone othe 
than Investors Diversified Services ever advanced anv funds 
nished any additional capital for the con truction of the project 
KHA estimated the cost of the project atl approxima ely § 
million and insured 2 mortgage for S134.S million The aetual cost 
was approximately $11.7 million, including a fee of almost $1 million 
to IDS for finaneimeg the project (in addition to mterest paid to it on 
the funds from time to time loaned In advance of filing the FHA 


application, IDS advanced $5,000 for an option on the land 





subsequently furnished the remaiming funds nec ssary to purchase tbe 
land This land Was acquired for the sole purpose ot constructing 
this FHA project 

The contract between thes Sponsor corporations and IDS was 
never disclosed to FHA. Contrary to FHA regulations and the re- 
quirements of the act of Congress, that contract showed that the 
parties would build the project for substantially less than the proceeds 
of the FHA mortgage and that IDS would furnish all the funds 
necessary to finance the construction 

The sponsors were repaid their $6,000 investment in a matter of 
weeks out of their salaries at the rate of $60,000 a veal On comple- 
tion of the project there was distributed to the sponsors dividends 
of $2.2 million on that stock for which they paid $6,000. That dis 
tribution, in addition to the fees paid IDS, was part of the mortgage 
proceeds over and above the total costs of the project, including the 
land and interest on the funds advanced during construction 

We have referred elsewhere in this report to the false statements in 
the application, the impropriety of the IDS contract, the extent to 
which FHA approved inflated rentals resulting from an appraisal 
almost 50 percent above actual costs, and finally, that FHA granted 
a rental increase after completion of the project. ‘That rental increase 
was specifically approved by Powell. 
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Section D. Farracur GarpENsS KAvyY-Hirscn 


Farragut Gardens is a rental housing project of 2,496 units loeated 


In Brooklyn, N \ A OTe UT deal OL mystery surro inds this proyect, 
Che committee has never been able to learn all the facets about the 
matter. Morris Kavy was the principal promoter of the project. 


He was involved in an automobile accident shortly after the investi- 
gation began and the committee was advised by doctors that he 
would be unable to appear as a Witness Nathan Neitlich and Louis 
Failkoff were the auditors who presumably were acquainted with 
all of the costs of the project charged on the books of the project, 
The committee was advised by doctors that neither auditor was 
physically able to appear at public hearings. Abraham Traub was 
the attorney for these sponsors. As previously noted in this report, 
Traub was unable to identify the many transactions involving cash 
shown on his books to have exceeded a million dollars over a period of 
6 vears. A number of those currency transactions which Traub could 
neither explain nor identify related to this project 

Alexander P Hirsch, Henry Hirsch, and Louis Benedict were 
associated with Kavy in this project Kach owned one-fourth of the 
stock of Nostrand Realty Corp. Nostrand purchased property in 
srooklyn, on part of which this project was built, for a total of $1.6 
million. Subsequently they sold a part ol the tract to the city of 
New York for $440,000 and another part to private buyers for 
$285,000. Their cost of the remaining portion of the tract, on which 
this project was built, was $875,000. Nostrand created five corpo- 
rations, each bearing the name Farragut Gardens, which received 
commitments from FHA for the projects described as Farragut 
Gardens No. 1 through 5. The FHA commitments were for $21.9 
million. These commitments were for buildings to be built on lease- 
holds owned by the five Farragut Gardens corporations. In con- 
nection with its mortgage commitment FHA valued the land, still 
owned by Nostrand, at $1.9 million. This valuation permitted the 
sponsors to obtain a conventional mortgage on the land of $1,732,400 

The 5 Farragut corporations then entered into construction con- 
tracts with 5 corporations named, respectively, Reston Corp. Nos. 1 
through 5. Each Reston corporation built 1 of the Farragut 
buildings at cost plus a fee of $40,000. The mortgage proceeds 
exceeded total construction costs by $3.6 million. The cost of the 
land was the only investment made by the sponsors other than the 
capital stock in the five Reston corporations. (The capital stock of the 
five Farragut corporations was paid for by Nostrand.) The capital 
stock in each of the Farragut and Reston corporations was $1,000 

After the return of their entire investment in the land, the pro- 
moters had a “profit”? of about $700,000 from the proceeds of the 
mortgage covering the land. This money remains undistributed by 
Nostrand. They also have a “‘profit’’ of $200,000 in the five Reston 
corporations which also remains undistributed. They were prompt, 
however, to distribute to themselves $3.2 million from the Farragut 
corporations out of the excess mortgage funds after the payment of 
all their costs for the project. Presumably, this prompt distribution 


54468—54 7 
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resulted from the fact that the Farragut corporations alone were liable 
on the FHA insured mortgage debt 

KHLEA estimated the cost of the project al $24 million George M 
Halk, an appraiser for the Dry Dock Savings Bank, which owns 3 
of the 5 mortgages, testified that the bank’s appraisal of construction 
costs was $15.4 million The sponsors claimed that the actual costs 
were $18.1 million but this committee has never been able to verify 
those costs The FHA estimate was 50 percent in excess of the bank’s 
estimate of costs and 33 percent in excess ol the sponsors’ claimed 
actual costs 

\ committee staff employee with considerable building inspection 
experience testified, after an examination of the project, that he 
doubted if the project would last the life of the mortgage. There 
was CO! siderable evidence of poor and shoddy construction. The 
only principal from whom the committee was able to receive any 
testimony was Alexander P. Hirseh who knew almost nothing about 
the project except to concede that the total ‘‘windfall’’ exceeded $4 
million and that an excess of $3 million had actually been distributed 


to himself and his partners 

Section E. Pack Manor—Muss, Wryston, ET Al 

Page Manor housing project was among the first constructe 
Line the seetion S803 military housing program The enterprise 
was passed from hand to hand and proved profitable for everyone 
Involved The project was apparently conceived by two « nterprising 
Washingtonians Willian Ready a former Army colonel ind Thurry 
(vasey Thev “brought” the idea for this housing proyeet m Davton, 
Qhio to Link Cowan, a Shawnee, Okla. buildet 

Cowan a reed to pay Ready ) percent of the net proiits on any con 

struction project they might build. Ready, in turn, made a private 
deal with Casey \n option was taken on land adjacent to Wright 


Kield in Davton which was exercised when it appeared that the project 
micht be completed 

Cowan applied to FHA for a commitment which was issued to him 
on December 8, 1950, covering insured mortgages of about $15 million 


Th project Was to be built in four seetions. There was a s¢ parate 
commitment for each section These commitments were based on 
plat nd specifications which Cowan had filed with FHA After 
filing the applications but prior to the issuance of the FHA commit- 


ment, Cowan felt the need to associate himself with others who could 
“as t in financing the project He then took in as partners Clint 
Murehison, Jr. and John D. Murchison of Dallas, Tex. Cowan 
testified that his reason for bringing in the Murchison brothers was 


Subsequently Cowan and Murchison, “analyzed the whole situa- 
tion we figured we had a bad job and it would be impossible to go 
ahead with the thing,” and Murchison suggested they bring in David 
Muss whom he had met in San Antonio. 

Muss proved much more astute than Cowan or Murchison in pro- 
moting an FHA rental housing project. He formed Airway Construc- 


tion Co. in which Cowan, the Murchison brothers, Muss, and Norman 
K. Winston (New York associate of Muss) each owned a one-fourth 
interest. The land which Cowan nad bought tor S65,000 was the} 
sold to Airway for $165,000 (at least part of the increment Was to 


imburse Cowan for his expenses 


Muss decided to “revamp the entire preture He filed Mmenaes 
applications with FHA and increased all of Cowan’s estimated costs 
He even increased the estimate for the land Cowan testified co 
cerning the plans which FHA had already approved for his $15 milli 


project, “that after learning what I have learned about rental housing 


} 


our plans weren't any cood and in a sense they were unpractical 
‘ t 


Muss’ revised plans estimated the costs at more than $2 million above 
the estimated costs presented by Cowan and KELA ssued an amend 
commitment to insure mortgages in the total amount of $17.3 millio 
Actual costs turned out to be very close to tl original Cowan est 
nates, 

In spit ol the s ibstantial increase nm the cor mitments, the | rs 
prepared by Muss called for less expensive buildings. The Cowan 
plans were for a brick building with a gabled roof, while the Muss plans 
were for a stucco building with a flat roof The savings a2ecel » fro 
these changes were at least part olfset Owe Pp he ip roo 
provided lor in ( \lus pl 

The tacreased estimate costs the Mu rhic 0 : 
architect’s fees by approximately 25 pereent, increased | exp 
by POD percent CTeRSE™ Os of utilitie ) 50 percent. and 
increased the estimated cost o wWiscapme Dy 1 percent 
the architect’s fee actually paid wa ss than o ird of ¢ 
original estimate and o V about 20 perce ( \iuss « I 
a lesser extent, this was also true of other cos With the result the 
whe } the proyect was con 1] ted There Wes Trot only 0 | ( 1h} i 
the sponsors, but there was S908,.000 of th ortgace tunds available to 
distribution to the shareholders Kach stockhold hem borro 
from the corporation approximate ly one-fourth th rmount \I 
testified that the money Was distributed as a lo i ther the 


dividend because, “we have been waiting on a decision from the court 
the Tax Court, in cases like Gross-Morton’s 

Muss also introduced a multiplicity of corporations to the proj 
The construction was by Airway Construction Co. The project itself 
Manor, sections | throug 


was owned by 4 corporations known as Page 


4, respectively Each of those corporations was in turn owned by 
Pace \lanor \lanagem« nt Co., whose capital Stlo¢ k is SSOO. Kach of 
the sponsors put up $200 for his one-fourth interest in that corporation 

Cowan subsequently settled his ‘5 pereent ’ contract with Ready 
by the payment of $37,000, out of which Ready paid $10,000 to Casey 
" Muss did not confine to the Page Manor project the abilities that 
permitted him to transfer what Cowan thought was a ‘hopeless 
situation into a windfall of a million dollars 

Muss, Winston, and others built four rental housing projects in San 
Antonio, Tex., at the Mitehell Air Force Base The proceeds of those 
FHA insured mortgages were $13.3 million and exceeded the total 
costs of the project by $965,000. A separate corporation was formed 
for each of the four sections of the project The first section was 
built under section 608 of the Housing Act. The remaining portions 
were built under section 803 of the act. The common stock in each 
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of these corporations was $3,000, of which $1,550 was contributed 
by Winston, $1,000 by Nuss $300 by Louis H Kaplan and $150 by 
Henry W. Penn. Winston held half his interest as agent for a Swiss 
trust named Mika Stiftung. The Swiss corporation contributed about 
$3,006 to the venture and received a windfall dy idend distribution of 
$310,000. Manifestly Winston and Muss did not need those financial 
resources of the Swiss trust, and it is not claimed that this trust 
situated in Switzerland made any other contribution to the project 

Winston, Muss, and Mika Stiftung promoted Northbridge Coopera- 
tive in New York City receiving an FHA mortgage commitment 
under section 213 of the act for $10.4 million Before construction of 
the project had even started they sold their FHA commitment to 
other contractors for which they were paid $843,000 

Muss and his associates are now engaged in a $14 million project 
at Limestone, Maine, under section 803 of the Housing Act. The 
project has not been completed but Muss testified that he expected 
the mortgage proceeds would exceed total costs. The capital stock 
of the corporation engaged in constructing that project Is S10,000 and 


is owned by the Airway Co. The Airway Co., in turn, has capital 
stock of $10,000 of which 50 percent Is owned by Tecon Corp., 25 
percent by Mucon, Ine., and 25 percent by First Garden Bay Manor, 
Inc. The stock of Tecon is owned by the Murchison brothers. The 


stock of Mucon is owned by Muss and members of his family. The 
stock of First Garden Bay Manor is owned by Winston and members 
of his family 

The Murchisons also constructed projects under sections 803 and 
903 in Texas, California, and Idaho with FHA mortgages of over 
$23 million, 

Winston, Muss, and Murchison have additional projects at Great 
Lakes, Il., involving FHA mortgages of $13 million. 

Winston, in association with friends and relatives, built 9 sec- 
tion 608 projects in the New York City area with aggregate FHA 
insured mortgage proceeds of $6.5 million. He enjoyed windfalls in 
7 of the 9 projects. The net amount by which mortgage proceeds 
exceeded all costs in all of the projects was $655,000. 

This group received over $95 million of FHA insured mortgages, 
and to date have no investment in the projects they have completed, 
and have received substantial windfalls. 


Section F, Linwoop PARK—SIDNEY SARNER 


The Linwood Park section 608 housing project was owned by 13 
corporations, each of which had a capital stock of $1,000. Sidney 
Sarner and Ralph J. Solow each owned half the stock in_ those 
corporations. FHA insured mortgages on the project for $8.9 million, 
This was $2.5 million in excess of the total costs of the project. 

Sarner and Solow quarreled during’ the early stages of construction 
and Sarner bought out Solow’s interest for $1,200,000. This was half 
the ultimate windfall leading to the conclusion that well before 
construction was completed the parties knew the full extent of their 
ultimate windfall. 

The remaining funds in excess of the mortgage proceeds were used 
by parner to construct a shopping center which is not covered by 
the FHA mortgage. 


a 
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When interrogated at a public hearing concerning this project 


Sarner declined to answer any questions on the privilege of the fifth 


amendment against possible self-incrimination 
SECTION G. CHARLES GLUECK—MuIp-Citry INVESTMENT Co 


Charles Glueck was the principal stockholder and president of 
Mid-City Investment Co. of Gary, Ind. Mid-City was active as a 
mortgage broker for section 608 projects in Indiana and Glueck 
engaged in questionable business relations with then FHA State Direc- 
tor Earl Peters 

In 1947 Peters promoted the construction of a section 608 project 
in Fort Wayne, Ind. Glueck was to put up $7,500 for one-third of 
the stock; Peters was to put up $7,500 for one-third of the stock; 
and Allen & Kelley, architects at Indianapolis, were to draw the plans 
and specifications for the other one-third of the stock \llen & Kelley 
drew the plans but did not receive any stock and were not paid for 
their work. Glueck advanced $7,500 and was initially issued one-half 
the stock of the cor porat ion 

After the project was completed Glueck gave this stock to Peters 
Glueck initially testified before the committee that Peters reimbursed 
him for the money that Glueck had advanced for this projeet. Sub- 
sequent investigation disclosed, however, that reimbursement to 
Glueck came, not from Peters, but from the proceeds of the mortgage 
premium 

In March 1951 Glueck purchased approximately $6,000 of furniture 
for adjoining apartments that he and Peters were to occupy in Sher- 
wood Apartments, a section 608 project then being completed in 
Indianapolis. This furniture was delivered in the summer of 1951 
to the Peters and Glueck apartments respectively On January 14, 
1952, Peters was fired by FHA for participation in the Fort Wayne 
project. The following day the furniture dealer was notified by 
Glueck’s office that Peters, and not Mid-City Investment Co., should 
be billed for the furniture delivered to the Peters apartment 

Glueck did not confine his interest in FHA personnel to the State 
director. One winter Glueck, who was in Florida, was joined by his 
wife and Mr. and Mrs. James Swan. Swan was then an FHA official. 
Glueck testified that he did not know whether Mrs. Glueck paid for 
the transportation to Florida for the Swans, or whether it was paid for 
by Swan. But subsequently Glueck admitted that he had paid the 
expenses of Mr. and Mrs. Swan. 

Glueck’s FHA activities paid dividends In addition to acting as 
mortgage broker in a great number of FHA projects in Indiana, he 
also appears to have ‘sold’? commitments. Glueck purchased for 
$40,000 the land in Gary on which the Major Apartments project was 
built. He transferred that land to a corporation, obtained an FHA 
commitment for a section 608 project, then sold the stock in the 
corporation for $350,000. ‘The corporation had no assets other than 
the land and the commitment. The transaction was actually ar- 
ranged before the application for a commitment was filed, but subject 
to Glueck being able to obtain the FHA commitment. 

In the Steel City Village project in Gary, Glueck sold the land to a 
section 608 project for $50,000 plus half of the stock in the sponsoring 
corporation. ‘This land was part of a substantially larger tract which 
had cost Glueck $15,000, 
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Che testimony of Glueck’s dealings on FHA matters was a story of 
concealment of the facts, sharp dealings, and the apparent use of 


nfluence to achieve big profits. 
Section H. Investors DIVERSIFIED SERVICES 


Investors Diversified services financed A substantial number of 
KH A-insured projects In five of these projects, however, Investors 
Diversified Services obtained from the sponsors a share of the profits, 
n addition to interest on its money loaned, in exchange for unusual 

extended by [DS 

In the Shirlev-Duke case IDS furnished the funds with which the 
sponsors acquired the land and paid every other item of expense in 


eonnection with the construction of the pl ect The sponsors used 
none of their own funds A contract between the sponsors and [DS 
tl was never disclosed to FHA shows that prior to the filing of the 


bal 
FHA application it was understood by both the sponsors and by [DS 


that the cost of the broyect would not only hy well be low the sponsors’ 
timate but also considerably below the FHA insured mortgage 
The FHA applications were prepared in the IDS office under the 
ruidance of an LDS local manager who ultimately received an interest 
n the project. FHA regulations limited financing charges to 1% 
percent, but IDS collected 6% percent in addition to a long-term 
management contract It was claimed that the FHA regulations 
niting financing charges were hot appli able because FHA did not 
nsure the construction advances but insured only the permanent 
morteage on completion However, the IDS contract shows that all 
of its advances were to be repaid out of the proceeds of the FHA 
nsured loan. The contract even provided that IDS would be paid 
its $900,000 fee immediately upon the signing of the contract. It 
then loaned the sponsors the money with which to pay the fee and 
received not only repayment of that loan from the FHA mortgage, 
but also interest on the money it advanced for the payment of its 
WH Te IDS colluded with the sponsors ol Shirlev-Duke project to 
evade the purposes of section 608 of the act and the regulations of 


In the Shirley Duke project, IDS received a total of $1,184,684 in 
addition to interest on the funds it had advanced. On this sum, 
S889,990 was a “compensatory fee” for financing the project, $121,619 
was paid as settlement of a long-term management contract and 
$173,075 as the premium on the sale of the mortgage. IDS was so 
careful not to expose itself to any undue risk that it not only required 
an FHA commitment to insure the mortgage before it advanced any 
funds, but it also required a commitment from Federal National 
Mortgage Association to purchase the FHA-cuaranteed mortgage. 

IDS similarly financed the Cleveland Parkway Gardens project 
in Cleveland, Ohio, the Carson Homes project in Los Angeles, Calif., 
the Lakewood Park project in Los Angeles, Calif., and the Charleston 
Park project in Las Vegas, Nev 

In the Parkway Gardens project, IDS received fees of $570,300. 
In the Lakewood Park project, IDS and a wholly owned subsidiary 
received fees totaling $1,321,790. In the Carson Park project, IDS 
received fees of $1,490,010. The Charleston Park project has not 
been completed and the amount of its fees are not yet known. 
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In those four projects that have been completed, IDS has received 
approximately $4.5 million in fees for financing projects with FHA 
insured mortgages of $55 million (in addition to interest on its money). 
Repayment of its advances was virtually assured out of the proceeds 
of the FHA insured mortgages. The total FHA mortgages in which 
[DS participated exceeded $200 million 


Section I. Dr. Dantet GrEvVINSON 


11 Daniel Gevinson was a practicing dentist in thre District of 
Columbia until 1950. In 1947 he became aware of the advantages of 
section 608 of the Housing lect He stimated his then net worth 
at $50,000. Six vears later, he was the owner of all or a substantial 


interest in 6 section 60S projects with mortgages of $13.4 million 
His personal assets were then $2 million. Gevinson had given up 
dentistry by 1950 for the more lucrative business of section 608 
housing. He was a frequent visitor to Powell and on at least one 
occasion Powell overruled local FHA officials to approve a project for 
Gevinson in Texas 

On one project Gevinson gave stock to the son of the builder to 
persuade him to interest his father in financing the construction In 
another project Gevinson received a $6,000 “kickback” from the 
contractor for giving him the job 

Dr. Gevinson’s projects are in Texas; Washington, D. C.; Pennsyl- 
vania; and New York 


SECTION J. STONE River Homes—Epwarp A. CARMACK 


Stone River Homes is a rental housing project at Smyrna, Tenn 
constructed under section 803 of the Housing Act It illustrates a 
promoter’s ability to acquire such a property with no investmen 

A group of loeal people, including Joseph W Hart and Bolten 
\eBride, purchased 384 acres of land adjacent to the Stewart Ai 
Foree Base for $60,000. Hart and MeBride applied for a commit- 
ment from FHA for a rental housing project to be built on 120 acres 
of that tract. While the application was pending, Edward A. Carmack 
made arrangements to acquire for $319,000 the 120 acres proposed Lo 
be used for the project He also a quired all the stock of Stone River 
Homes which had previously been created to sponsor such a project 
FHA subsequently issued a commitment for $4.8 million 

Carmack entered into an agreement with Shelby Construction Co., 
of New Orleans, under which Shelby agreed to purchase that 120 
acres of land for $319,000, donate the land to the sponsoring corpora- 
tion, and build the project (including the payment of all fees, interest 
and taxes) for the amount of the FHA mortgage commitment. Shelby 
also agreed to pay a penalty that ultimately amounted to $90,000 
for any delay in construction. Carmack received $20,000 of the 
penalty money and Hart and McBride received the remaining $70,000, 
although they then had no interest in the project. The $20,000 
received by Carmack was $12,000 in excess of all the expenses he had 
incurred in connection with the project 

Shelby, for the amount of the mortgage commitment, bought the 
land, built the building, paid the FHA fees, the interest and taxes 


during construction. 
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When the proyecl Was completed, Carmack was the owner ol a 
large rental housing project in which he had no investment and had 

er advanced any funds other than an estimated $8,000 for travel 
ind miscellaneous similar expenses. Hart, McBride, and the 

ociates in the land profited to the extent of $330,000 

\ir Force personnel residing in the project now pay rents deter- 

ned to be ade quate to pay the interest and prin ipal on the mort- 
re Chey were “requested by the commanding officer of the base 
to move into and fill that project 


SecTION K. SamueL RopMAN 


Samuel Rodman was the prin ipal Sponsol of Atlantic Gardens, a 
ection 608 project in the District of Columbia. The project con- 
tained three sections. On one section of the project Rodman testified 
the mortgage proceeds exceeded total costs by “about $50,000 to 
S60 000 On a second section of the project he testified the mortgage 
proceeds exceeded the total costs by “probably another $75,000 
Rodman and his wife Bella had owned the land on which the project 
vas built and made a substantial profit on the sale of the land to the 


sponsoring corporation. Rodman also testified that his wife was a 
stockholder in the section 608 corporation heir total ‘profits’? on 
the construction exceeded $300.000 


Bella Rodman had claimed the privilege against self-incrimination 
vhen previously interrogated before the House Un-American Activi- 
ties Committee on her Communist Party activities. Rodman had 
similarly claimed that privilege with respect to questions asked him 
about Communist activities, but did deny membership in the party 

Rodman was asked before this committee if he had ever contributed 
any of the funds made on those section 608 projects “to any so-called 
in-American activities organization of anv kind in the United States.” 
His attorney objec ted to the question Later he Was asked whether 
he had “ever contributed to anv communistic organizations or causes.”’ 
His attorney again objected and Rodman answered, ‘‘Wouldn’t I be 
a fool not to use my constitutional rights to refuse to answer that?”’ 


Section L. ALLEY Park Homes 


The sponsors and stockholders in Alley Park Homes, Bayside, N. Y., 
are British subjects living in England Capital stock of the corporate 
sponsors was $6,000. The project was built on a leasehold. The 
excess ot mortgage proceeds over all costs was $322,000 which was 
distributed to British stockholders 

The evidence shows that it was not necessary to be a builder to 
enjoy “windfall” profits. Doctors and lawyers also did so. 

In this case, it appeared that it was not even necessary to reside 
in the United States to eCnyOY such profits, 


SEcTION M. Lewis GARDENS—FRANKLIN TRIC1 


La Wis Gardens Is a section OOS project in Henrico County, Va. 
Franklin Trice of Richmond, Va., was the principal sponsor of the 
project. Trice had purchased from the United States in July 1948 

tract of 25S acres for $61,790. Fifty-four acres of that land, with 


, 


a prorated cost of $13,987, were used in this section 608 housing 
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project Trice's application, filed S months later, valued this property 
at $549,000 HA ultimately valued the property at $190,000 The 
FHA-insured mortgage was $3,884,400 The total costs of the proj- 
ect were $2,925,053 inciuding a fee that Trice paid himself of $129,000. 
Excluding the Trice fee, the mortgage proceeds were $1,100,000 
more than the total costs. The excess mortgage proceeds were dis 
tributed to the shareholders, a substantial part obit atte the mortgage 
was in default 
FHA is now the owner of the property and has estimated that 

will lose between $700,000 and $2 million in the ultimate disposition 
of the property 


Section N. ARLINGTON Towrrs——Watrer P. McFarnuanp 


Walter P. MeFarland, a former restaurant operator, with no pre 
vious building experience, is the principal sponsor of Arlington Towers 
a rental housing project how being’ constructed under section 207 of 
the act The total estimated cost of thi project Is in excess of $22 
million. The investment of MeFarland and the other sponsors is 
$35,000, although section 207 provid s for insured mortgages of not 
to exceed 80 percent of the value of the property 

The project involves four sponsoring corporations to whom FILA 
insured mortgage commitments totaled $16.5 million. Contracts 
were entered into between these 4 corporations and John MeShain, 
Inc., builder, for the construction of the project for $15.7 million 
These contracts were filed with FHA Hloweve! another contract 
kept secret from FHA showed that the real cost of construction was 
$18 million. MeShain had also guaranteed loans for the sponsors of 
the corporations in order to arrange for interim financing. The 
director of the FHA district office in Washington testified that he 
would not have approved the project had he known of the secret 
construction contract 

The project is being built on a leasehold. The corporation owning 
the land has obtained a mortgage covering the land in the excess of 
the total cost Upon completion of the project, the corporations w ill 
have debts exceeding $5 million not known to FHA and not permitted 
by FHA regulations. 

The project consists of luxury apartments renting for as high as 
$325 a month. The commitment was insured and the contract signed 
in 1953. 


Section O. MANHATTANTOWN PRogectT, NEW YORK 


Title I of the Housing Act of 1949 makes provision for Federal 
contributions to local slum clearance projects. The program is 
administered by the Housing and Home Finsnee Agency, which its 
authorized to contribute two-thirds of the subsidy for the acquisition 
and clearing of a slum area. There are several of these projects 
underway in New York city. The city acquires the slum area at its 
fair market value. It then contracts for the sale of the property 
to the redeveloper at the fair value of the land less the estimated 
cost of demolishing the old dwellings 

The Manhattantown slum-clearance project occupies a 6-block 
area in New York City The CILN had purchased the land and build- 
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ings for $15,385,784 and had appraised the value of the land with the 
b Hidings removed at $4,157,370 Under the terms of the contract 
entered into by Manhattantown, Inc., with the city in May 1952 
which became effective August 29, 1952, Manhattantown agreed to 
purchase the land for $3,108,711, being given a credit of approximately 
$1 million for the cost of demolition of the buildings then on the land 
The Federal Government ts oblivated to pav two thirds and the city 
of New York one-third of the $12,277,073 difference between the cost 
of the land and the sale price to \Vianhattantown 

Manhattantown paid $1,087,350 of the purchase price in cash 


The $2,019 361 balance is pavable in 4 ‘ars, Upon completion of the 
project. The sponsor corporation manages the properties and col 
lects the rents until the new buildings are constructed It is pel 
mitted to retain, out of any profits that may accrue, a maximum risk 
fee of $300,000 a year for 3 years. This risk fee is payable only if the 


project is completed at the end ot the t-yenl period 
The contract requires Manhattantown to demolish the old build- 


ines, relocate the tenants, and construct new b uldings within 4 years 
Over 2 years of that period has elapsed No new buildings have been 
constructed and only one-sixth of the area has been cleared of the old 
buildings. According to the project schodules, the demolition work, 


except for a few commercial buildings, and the relocation of tenants 
was to have been completed by October 31, 1954 

One of the contract requirements Was that the company selected 
to manage the project and collect the rents was required to be approy ed 
by the CIL\ John L. Hennessy & Co., an experienced real-estate 
firm, was submitted and approved as the management agent. Stock 
holders of Manhattantown then subverted this requirement by setting 
up “John L. Hennessy Co., Manhattantown division,” an entirely 
different partnership as the management agent. John L. Hennessy 
and his son held only a 15-percent interest in this partnership. The 
remaining 85 percent was held by other stockholders of Manhattan- 
town 

The management company receives 5 percent of the gross rents 
The management company has only 2 employees and it pays Man- 
hattantown $1,000 a month to do much of the actual work Yet it 
has paid out over $156,000 in profits and salaries to sponsors of the 
project 

Ferman Builders is paid $25,000 a vear to supervise the preliminary 
construction work until actual construction begins. This company 
occupies | desk in the office of Jack Ferman and has only 2 emplovees 
Jack Ferman and his secretary, Lillian Ager. This company has 
already been paid $42,000. When actual construction begins, 
Ferman Builders will receive a maximum of $275,000 for supervising 
construction. Jack Ferman is president of Manhattantown. 

A partnership called Apartment Equipment Rentals was set up 
on December 16, 1952, to lease refrigerators and stoves in the project 
to Manhattantown. Manhattantown originally purchased the re- 
frigerators and stoves for $33.000. and then sold them to Apartment 
Kquipment Rentals for $33,000. Upon the signing of the December 
16, 1952 contract, Apartment Equipment Rentals was paid $38,000 
as rent retroactive to September 1, 1952. 

Apartment Equipment Rentals continued in operation for a year 
and distributed over $126,000 to its partners, all of whom were stock- 
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holders of Manhattantown or their relatives At the end of 
the refrigerators and stoves were sold back to Manhatta ) LOl 
$33,000 
The record contains numerous other cases whet ockholade 
their relatives were paid varving sums of mone { little or no wor! 
The record indicates that the stockholders of Manhattantown 
found it profitable that ther as delay in demo Y! | res 
in greater rental income from the properties 
This was an unusual and fantastie pattern { | ockho 
their relatives to withdraw large sums of mot irom e pro 
There are 10 principal stockholders in thi project: Samuet ¢ 
Jack Ferman, John L. Hennessy, Nathan Silver, Sol Leistner, M 
Millstein, Fred Landau, Robert Olnick, Charles Feibush, ai \L. k 
Kessler. Each of these stockholders sold part of h 
project to members of a syndicate of friends and relatives \ 


plete breakdown of how each stockholder, his relative 
received $649,215 from the project in the past 2 yea ShiOM 
table on the following pages 
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The practice of misrepresenting the estimated architect’s and build- 
er’s fees in applications for FHA mortgage commitments was also 
practiced here. On December 18, 1953, Jack Ferman, representing 
Manhattantown, filed an application for FHA mortgage insurance, 
under section 207 of the Housing Act, on the first building to be con- 
structed in the project. This application estimates the architect's fees 
at 5 percent and estimated builder’s fees at 5 percent These esti- 
mates were included in the application with full knowledge that 
MI. FE. Kessler had a contract to do the architectural work for a fee 
of | percent and that Ferman Builders had a contract to do the 
construction work for a fee of 1%, pereent 

This application also estimated the value of the land at $15.21 a 
square foot. The city had valued the same land at $4.50 a square foot 
in selling the property to Manhattantown. On a comparable basis 
the entire project would have an estimated value of $14 million on the 
Manhattantown estimate compared with the $4 million purchase 
price 

In May 1952, the same time that Manhattantown, Inc., entered 
into its slum-clearance contract with the city, the East River Housing 
Corp. entered into a similar contract to build the Corlears Hook 
project. That sponsoring corporation agreed to purchase the land 
for $1,049,000. It paid one-half the purchase price at that time and 
the remaining one half 6 months later 

Just as in the Manhattantown contract, the Kast River Housing 
Corp. was given 4 years to demolish the old buildings, relocate the 
tenants, and construct new housing. ‘This corporation had completed 
demolition of all the area on which the new residential dwellings are 
to be constructed by the spring of 1954. Only 6 buildings remain 
on the fringe of the area where the parking facilities will ultimately 
be located. The construction of new buildings was started in March 
1954. and all of the 4 new buildings are now in various stages of 
eonstruction 

Abraham E. Kazan, manager of the Corlears Hook project, testi- 
fied that FHA would not insure the mortgage on the new residential 
dwellings. The buildings will be built entirely with private financing 
beeause FHA had insisted that the costs of the project would be 
$7 million more than the sponsor corporation estimated its cost. 
Even though firm contracts had been entered into for most of the work, 
the FHA still insisted on its higher estimate of costs. The sponsor 
refused to accept the FHA commitment and thereupon obtained 
private financing for the project 


ComMMENT BY SENATORS FULBRIGHT, ROBERTSON, SPARKMAN, FREAR, 
DouGLAs, AND LEHMAN 


While we recognize that it is difficult to reflect the full evidence in 
a report, we feel that a study of the hearings on particular cases might 
well justify conclusions other than those stated in the report. 

Therefore we cannot subscribe to all the conclusions reached in the 
individual case studies in parts VII and VIII. 


PART IX. CONCLUSIONS AND RECOMMENDATIONS 


The text of this report contains our conclusions with respect to each 


of the subjects discussed in connection with that discussion It would 
normally be appropriate to recommend statutory changes Lo prevent 
repetition of the Inequitiles here discussed This committi has 
howe ver, made extensive amendments to the National Housing Lct 
bv the Housing Act of 1954 That act was adopted with some general 


knowledge of the frauds and inequities here discussed, although with- 
out any realization of the extent of those practices 

The Housing Act of 1954 has now been tn effect but a few months 
It seems that further time should be given to see whether its provisions 
will cure the evils referred to in this report. We therefore make no 


t } { 


recommendations for legislative changes a this time, but preter to 
wait until we have had more experience with the 1954 act befor 
recommending further or additional legislative changes 

In order to properly analyze the effect of these amendments, we 
recommend that funds be made available to the committee to employ 
the personnel hecessary to conduct a thorough study 








PART X. TABULATIONS 


Phe tabulation ol projects listed below includes all sections 608 and 
S03 (Wherry Act) projects examined in public hearings in which there 
were windfall profits The projects are listed alphabetically under the 
name of the pring Ipal Sponsor Or Sponsors as ce signated 1D the caption, 
Che amounts listed under the heading of “Windfall” represent the 
amount D\ which the proceeds of the mortgage insured by KEHLA eCX- 


eeeded the actual costs of the project On projects where the costs 
exceeded the amount of the mortgage proceeds, the amount of the 
difference is preceded by a minus sign under the “Windfall” 


head ne 
Projects located on mortgaged leasehold land are indicated by 
Es)" In such leasehold Cases, the proceeds of the mortgage on the 
land are included in the mortgage proceeds, the land is included in the 
project costs, and the excess of the mortgage proceeds over all costs of 
the land are included in the windfall amount. Projects financed 
inder section 803 are designated as such by footnotes. 


SEcTIONS 608 AND S8O3 PRosgectTs 


The following tabulations include all section 608 and 803 projects 
examined in public hearings having ‘‘windfall profits.’ 
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Olimpia Building ¢ I Ay ( un i 2 
Prescott Bu ng ¢ I AY ( 4 +4 } 
Quiney Buil ig ¢ I A ‘ ( q 
Raleigh Building ¢ Los Ang Ca wy } S4 Rg 
Saxon Building C I A Ca HX 5.4 NTF 
Thorne Building ( Los Angeles, Cal MK 45, 2 | 
University Building (¢ I Ang 
Calif 1) 2 40) tka 4 a 
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Dd H \ 
H M z3,8 { " 

R¢ 1 ON 
) \ iQ NY 

} 
G ) 
Isla $ X 

| NTA \ 

Ir 

e ‘ K Oak ( Veck \ ; 4() 
( f 
HAH* OBLE | } 
i \ Yr. \ B 
I 
WPH Apartments, Ba le, N. ¥ $5, OOM $ &. (O78 * 1 $ S 
SHR Apartments, Ba le, N. Y " “ 14 } 
A BK Apartment 3a le, N. Y OOK s 4, 450 { t 
lotal Wn { 1,88 227, 256 s 
HESS-OI [ERI PI 


ponsors: Haskell Hess and I Ol 


Alpine Apartment Jackson Height 

N.Y 2 (Ky %] 8S < ( $17 i 
Elmwood Gardens, Queens, N. ¥ x » tik ) 647 
Iroquois Apartments, Hollis, N. ¥ wn “ ) 
Jeffrey Gardens, Bayside, N. ¥ 2 (MM > (VA ( 22237 ROG 
Palo Alto Apartments, Hollis, N. ¥ “x x g 10 RO 
Louden Gardens, Albany, N. ¥ 2" OO ; j ‘9 


tal - s 4, 5M RHG, G59 
Combined figur ( I é rT itio 
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Park ri Court Wa. gt I) ¢ 1 \ . 





or 
Great Falls Air Base, Great Fa M t tio. 20K OR. 6K $ 3 29 (4 
Hill Air Fort Base, Sa Lake City 
U'tal 40 x s 
al { 
0). 60K i 8 
803 proj 
HAR ROJ} 
Si Carl C, Shar} 
Associates: Stewart M and ¢ MI 
Cor 
Pr ct ‘ W 
Bayou Park Apartments, Houst« ex SR0, OOK z R2 AK 204 18 $ 
Bayou Lake Apartments, Pasadena, Tex “x { MM 1 
I a] Sf On 8 ‘ 
HELBY CO ( ( 
Sponsors: Paul Kapelow and Louis I { 
Associate: Alex K 
( | t 
|’ \ 
Pr r 
Claiborne Towers, New Orleans, La STOO. OOK 9 6K eq 1s $ 
Parkchester Group, New Orleans, La 2 " R45, BOK 29 099, 412 a { RR 
Audubon Park Group, St. Lou M 3328. 71K os 3 3 { 
Roselawn Apartments, Natchez, Miss ‘ ' ‘ $1, ¢ 4 ) 289 
rotal 1. 806. 40) 
Combined fig s tior 
4 Combined figures it 
’ Combined figures tior 
‘ Combined figures for 8 project corporat 
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' 
WOODNER PROJECTS | 
I Wwe 
A Max W ine Be ly W iner 
Cor t Project rt . ‘ 
I ct t proce 1 val pr Mi ifal 
} ( T A le 1 \ S2 $419. 400 S39R R13 $90. ART 
I A, Ir He tead 
N. ¥ 500 757. GOL @15, 345 142, 255 
I BI ~ a ead, 
N. ¥ 00 1. 026, 100 833, 492 192, 608 
I ( Inc., H i 
N. ¥ 00 721, 500 86, 024 135, 476 
I 1 n D, Ine., H pstead 
. oe 4° 1, 269, 600 1, 031, 207 238, 393 
Inwood ¢ W hingtor | C 1.000 1, 447, 000 1, 233, 105 213, 895 
M I k Apa ents, Se l and 
W ton. Del 2 000 2 678. 400 2, 668, 117 10, 283 
ce ( Washington, D.C 2 O00 772, 000 731, 477 40, 523 
} } | k Corr W hinetor D.C 1 000 2 010, 600 1, 669, 873 340, 727 
( bia He , Se 1 4, Inc., A 
\ 100 976, 500 R99, 206 77, 204 
W Ine lr W ashinget« i 
Cc 10. 000 200. 000 192, 328 i 
I Wo er, Inc., Washington, D. C 10, 000 137, 000 132, 149 | 
{ ersity H Inc University Park, | 
M 2 000 2 630. 000 2.151, 939 
Cre wood Lake Apartmen ection 1, | 
Yonke N. ¥ 1,000 2 356. 000 2,212, 108 (I | 
Crestwood Lake Apartmer ection 2 | 
Yonkers, N. Y 1,000 2, 435, 100 2, 558, 533 123, 433 (I | 
H vood Apartments Corp., Wa 
i % 1, 000 1, 267, 000 1. 536. 993 269. 993 (1 
Rock Creek Plaza, Se ons 1 nd | 
V n. D. ¢ , 000 10. 936, 300 11, 750, 997 814, 697 (L) 
w Village, Section 1, ¢ cinnat i 
oO ) 36, 000 1. 063, 360 1, 042, 865 20, 495 (L) 
‘ Village, Section 2, Cincinnat 
oO 52 000 1, 528, 680 1, 498, 804 29. 876 (L) i 
\ 1 V ( x on Cincinnat | 
Ohio 75, 000 2, 182, 230 2, 200, 173 17, 943 (L) 
Swifton Village, Section 4, Cincinnati, | 
O 000 | 1, 746, 080 1, 757,179 11,099 (L) ' 
Swifton Village, Section 5, Cincinna 
oO ) 139. 000 4014. 460 4, 090, 687 76, 227 (L) 
Cc ite Apartments Corp., Champaign, 
I 125, 000 1. 603. 80 2 O80. 724 476, 924 
Cc} te Gar n Cory ( mpaign 
7, 000 4.876, 200 6, 214, 332 1, 338, 132 
Total 649. ¢ 49, 054, 910 O86, 470 1,031, 560 
YOUSEM-BIALAC PROJECT 
Philip Yousen im Bialac, and Jerry Bialac. | 
Cor ite | Project rtvage Rotel is . j 
Project s 4 roceed 1 ; ae t at Windfall 
: i pr in i 
{ Hi I I Angeles, Calif $255, 726 1 $5, 167, 700 1 $5, 025, 000 $142, 700 | 
' 
ed f es for project I t | 
ZARETT-LANE PROJECT 
iH H. Zare 1 ii 
\ t l re Le 
Cor i Pr mortga . 
Project i i proce lud > rs W {fall 
; I \ < < mM 5 154 XN $2 R09 





APPENDIX 


Over-ALL Statistics oN FHA Housina ProGram, 1934 To Jung 30, 1954 


loan nits Original t 
litle I, see. 2 (property improvement 17, 315, 729 $7, 956, 271, 146 
Sec. 203 2, 777, 627 2, 890, 874 17, 452, $27, 835 
me «a0 662 68, 830 $57, 123, 431 
Sec. 213 & IR 8, 697 365, 205, 097 
Sec. 603 624. 652 690, 006 3, 645, 259, 907 
Sec, 608 7, 045 465, 683 3, 439, 771, 105 
See. 803 236 74, O85 6, 228, 420 
Sec. 903 48, 199 55, 245 428, 753, 250 


1 Not applicable. 


FEDERAL BuREAU OF INVESTIGATION REPORT ON CLypDE L. PowELL, FoRMER 
ASSISTANT COMMISSIONER, FEDERAL HousiInG ADMINISTRATION 


The following is a summary of some background concerning Clyde L. Powell’ 
former Assistant Commissioner, Rental Housing Division, Federal Housing 
Administration: 

Mr. Powell resides at the Sheraton-Park Hotel in Washington, D. C., and main- 
tains a legal residence at 476 North Kingshighway, St. Louis, Mo 

The records of the Federal Housing Administration indicate Clyde L. Powell 
was born March 2, 1896, at Salem, Mo.; served in World War I, having enlisted 
in September 1917 and being discharged in May 1919. He claimed 17 months’ 
service in France and claimed attendance at the University of Missouri engineer- 
ing department, from 1914 to 1917, without graduation 

Recent inquiry indicates there is no record of Clyde L. Powell attending Mis- 
souri University, Columbia, Mo., or the Missouri School of Mines, Rolla, Mo., 
during the period 1914-17. 

The records of the St. Louis, Mo., Police Department reflect that a Clyde L. 
Powell, was C. Clyde Powell, and Robert Lane, age 19 years, a bellboy, was 
arrested on March 29, 1916, for larceny from a dwelling. It is reported that this 
individual had two pawn tickets in his possession at the time of arrest. The 
records reflect he admitted these pawn tickets were for a ring and a pair of gold 
cuff links stolen from two different hotel guests. On May 2, 1916, the al 
described Clyde L. Powell was sentenced to 1 year in the workhouse and was 
paroled on the same date. The records of the circuit clerk for the criminal causes 
court, St. Louis, Mo., reflect that a Clyde L. Powell, on May 2, 1916, upon entering 
a p'ea of guilty, was sentenced to 1 year in the workhouse for larceny of a ring 
valued at $25 from I. C. McNiece, of the Washington Hotel, St. Louis, Mo. It 
appears that this Clyde L. Powell was paro!ed on the same date, and ordered to 
report by letter to the judge. The circuit clerk’s records show an application for 
pardon, dated May 2, 1916 (same day as sentencing), and signed the same date. 
This application indicates the applicant, Clyde Powell, was born March 2, 1897; 
was employed at the Washington Hotel; and gave his home address as Salem, 
Mo. 

Your attention is invited to the identity of name and home—Salem, Mo.—with 
that given by Assistant Commissioner Clyde L. Powell in his Federal Housing 





Administration employ ment record There is exactly a l-vear difference in the 
dates of birth and age at the time of arrest 
The identification record for one Clyde Lilbon Powell, Federal Bureau of In- 


vestigation No. 5180, refleeted he entered the United States Army on June 4, 1917, 
at Kansas City, Mo., and was assigned Army Serial No. 805870 The identifica- 
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reflected Clyde 7 ( 21 » fer ( i t e ¢ 
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' ( ry ment before Judge Charles H. Clark, 4 erda wternoon, al 
the eount ail in default of $1,000 bond He and Miss Clara Georg 
I f the Plantation Gril vere charged w n having emb Ned S450 of the 
‘ mone Powell pleaded t guilty HH hearing set for Sey Her 
) M Ceorge was ill and una ) appear vesterday wel 25 and M 
( 38 vears old 
l records of the St. I l Mo., Police Department reflect, further, that a 


Clyde Powell, age 34-35, a broker by profession, residing at 4406 McPherson, St 
Louis, Mo., was arrested March 17 and April 14, 1931, for failure to have a 
State automobile license It has been ascertained that Clvde L. Powell, Assistar 

Commissioner, Federal Housing Administration, was a real-estate broker in St 
Louis, Mo., in 1931, and at that time resided at Hampden Hall Apartments 
4402-4406 McPherson, St. Louis, Mo. 
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Admiral Homes - ee 116 
Aero Gardens. —- ; : 119 
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Bennett Arms 112 
Berne, Gustave M 109 
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NI 


FH 


A 


INVESTIGATION 


‘) 
} 
a) ¢ 7 An 37 
4*) 
i 
14 
1S 
) 
a 4° 
5H, HH 


0 LOU 


OA 

t 

\] Bo 6S 
”> 

2d, 4 14, 92 
) 

18 

tS, 

18 

94, 95 





<“ 
f 


7 





verhard, He rd OS 
a. 
Ka WK I Le 4 
Fairfax Garder »9 
Farrell, Lew ( 
8 Farragut Gardens yo ¢ | 
Favette Court 1 2¢ 
Favette Inve 19 
Feibush, ¢ arle 3 
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{1 Apartments 


rg Mely ie 
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rOalt : Ida S 
rold Maurice H 
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Hart, Joseph W 99, 100, 
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Hirsch, Alexander P 93, 94, 
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Hirshon, Fannie, Trust 62, 





FHA INVESTIGATION 135 


Holly Park Kn: 
Home Builder I titute O \ el 
Howard Apartments 0 


Howard Terrace 114 
Howe Building Co Lil 
Hughes, Richard ¢ ) 
Hunter Garde 114 


Huntington Apa { LOS 
Huntwood Apart! 1 126 
Hutman, Herman W i$, 91, 112 


Hutton Lafayette 119 


5 Idaho Terrace 9 





Indiana Building Co 11] 
Investors Diversified Ser 5 36, 42, 47, 91, 98, 112 
Inwood Corp 1265 
. Iroquois Apartment | 
Itchke w, Charles K 125 


Jackson Aps 
Jackson, Car ) 
Jan-Mar Apartment 123 








Jarco Bros. 112 
Jarrell, Howard B 25 
Jefferson Building Co 111 
Jefferson Village 19, 120 
Jeffrey Gardens 113 
Johnson, W. Taylor 20 
Junto, Ine 63 
K 
Kalsman, Irving I 110 
Kanter, Josep H 25, 123 
Kapelow, Pa 63, 64, 92, 121 
Kaplan, Lou H 96, 125 
Kaskell, Alfred 114 
Kav y-Hirse} 93, 114 
Kavy, Morris 3 
Kazan, Abraham | 106 
Keeltv, James J., Jr tS. 114 
Keelty, Mrs. James J., Jr 114 
Keelty, Joseph 8 114 
Keleher, Joh 20 
Kelly, Edward J 21 
Kentucky Building Co 11] 
4 Kessler, Alex 114 
Kessler, Jean Van Dyke 114 
Kessler, M. I 103, 106 
Kew Gardens Apartments 118 
Kew Gardens Hills LIS 
, Kew Terrace 125 
Kingsway Gardens 110, 116 
Kitley Corp 116 
Klein, Kolman 115 
Klutznick, Philip 21 
Knecht, Fred W 24 
Knightsbridge Gardens 122 
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Knott, Charles | 
Knott, John l 
Knott, Martin l 
Korman, Alex l 
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Krauss, Max | 
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* Page Manor 4 ; 
Palo Alto Apat 
Parke ter Co Z ( 4). §¢ ( Q? 2 
Par Via I 
Parklands, Ine 65 
Parklands Manor 6. 65. 109 
Parklands Shopy ( f 
Parl Rave \part nent » 
Parkway partmel 
Park Wid Crest part ‘ 
Parkway Gardens S 7 
Parkwood Village 112 
Paul, Herman D 18 
Pe Henry W 125 
Penn Manor ts ) 
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| nsen} 
intville Manor 18, 124 
| } 


Clyde | 18-22, 27, 29-32, 38, 44, 45, 82-84, 89-91, 99-127 

| ] 25 

I i 1 ( 111 

| karl J 18, 91, 112 

| | HH LO9 

l 56 

| 119 
Q 

() ( lens . 119 

Quebee H ( 120 

() ( eve Garde 119 

19 





Ra | Iding Co 111 
R Ip! \ir | ree Base 117 
Rappaport, Jacob I 117 
Read Willian 94, 95 
Re O Park \partments 140 
Reston Corp 93 
Rhode Island Plaza 19, 121 
| hfield Village 48, 109 
i irds, Franklin D 29, 30, 39, 45 
Riverdrive Apartments ; 110 
Point ‘partments 110 
niver ew Terrace 116 
Rol on, Marshall 116 
Robinson, Webster R Lif 
Rox Creek Plaza 126 
tA iway Crest Apartments 41, 109 
Roder Gardens 121 
Rodgers Ford Apartments 18, 11 
todman, Bella 100 
Rodman, samuel 18, 100, 119 
Kose, Charles 149, 120 
\ i Apartments 12] 
R Harr 114 
tosenf Harry A LS 
R | g 120 
> t Samuel 120 
| T D4 
R. W ter 108 
Rot S he 120 
| Hyma 13, 120 
ii Ira 117 
( Gare 119 
Ruther Par Apart nts 18. 109 
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Sad Her 23 
~ lo \"\ 99 92 
Sa Mrs. Tre 22 
ma David 110 
Sarner, Sidney 39, 36, 82, 96, 97, 120 
Sa Puild Co 111 
Scha Sa | Bay 
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Schenker, Joel W 
Schmidt, Fannve 
Schmidt, Frank A 
Schnackenberg, Jovee A 
Schnackenherg, Rex 
Schneider, Fred 
Schneider, Jacob 
Schnitzer, Harold J- 
Seton Heights 
Sharp, ( ‘arl C 
Shelby Construction Co 
Shepherd Gardens 
Sheridan Apartments 
Sherwood \ partments 
Shiplev Park Corp 
Shirley-Duke Apartments 
Shoreland Towers 
Shparago, Carl 

Shparago, Hannah 

SHR Apartments 
Silberman, Saul 

Silver Hill Apartments 
Silver, Nathan 

Solow, Ralph J 

Skyway Homes 

Small, Albert 
Sonnenblick, N. J 
Sorgatz, William D 
South Park 

Sparkman, Senator John 
Spiegel, Jack 

Sporkin, Charles 

Sporkin, Maurice 
Sporkin, Nat 

Stark, Albert 

Steel City Village 

Stern, David L 

Stewart Air Force Base 
Stocker-Crenshaw 

Stone River Homes 
Stratford Manor 

Sun Dawn Gardens 
Sunset Gardens 

Swan, Mr. and Mrs. James 
Swifton Village 

Sundy, James L 


Taylor, Francis 
Teaneck Gardens 
Tecon Realty Corp 
Terrace Corp 
Thompson, Lester H 
Thorne Building Co 
Thurman College Gardens 
Tilles, Gilbert 
Tishman, David 
Tishman, Norman 
Tishman, Robert 
Tomasello, William 
Town House 

Traub, Abraham 
Trice, Franklin 
Trump, Fred C 
Turner, John L 
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